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IBM FASHIONS TEXTILE SAVINGS You won't notice it in the bright pattern of a piece of yard goods 
MANY WAYS or the trim fit of your new suit—but IBM business machines and ; 


° One mill saves $85,000 a year in loom electronic systems play a vital role in spinning a breathtaking range 


maintenance costs while cutting down of new fibers, textures and colors into your life. 
on “seconds” by more than 75%—with 


IBM production contro! methods. Familiar IBM punched cards and processing machines daily analyze 


thousands of purchases to reveal your favorites in fashion and 
e A leading apparel manufacturer makes 


vital management decisions 24 hours fabric for America’s textile industry. In mills, they help keep 
sooner, with an IBM 650 reporting on == quality high, inventory controlled, looms humming. In offices, : 
sales and production. they speed through everyday business tasks and produce savings that 
¢ Another mill, using IBM controls, freed show up in better goods at lower prices. 
more than $250,000 in spare parts in- 
ventory. Yes, every day, in uncounted ways, IBM helps add to the pleasure 
of daily living...the progress and profit of business. , 
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PREPARE FOR THE CPA EXAMINATION 


IAS offers an intensive CPA Coaching Course which has produced 
outstanding results. It is available only to competent accountants 


qualified through training and experience to prepare for the 
CPA examination. No attempt is made to teach general accounting; 


The need for special 
coaching has been well 
established by innumerable 
experienced accountants 
who have floundered 

in the examination room. 
They knew how to make 
audits but they didn’t know 


(1) how to analyze 
problems for the 
purpose of deciding 
quickly the exact 


requirements. 


(2) how to solve 
problems quickly, 


(3) how to construct 
definitions acceptable 
to the examiners, 


or 


(4) how to decide 
quickly on proper 


terminology. 


SHOPS HSHHSHHHHSHHOOHOOHHOHOSEOESOEEOHOOOEEOEEOOOOESSESESEEEE 


the entire course is pointed directly at the CPA examination. 


@ The IAS-CPA Coaching Course has been designed for busy 
accountants. The home-study method of tutoring is ideally 
suited to CPA examination preparation. Maximum use can be 
made of every available hour. 


e The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes hun- 
dreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com- 
ments, working sheets, side calculations, and discussions of 
authoritative opinions. 


e Written examinations at the end of each assignment re- 
quire solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members of 
the IAS Faculty, all of whom are CPAs. Supplementary 
review material is furnished to those who want to “brush up”’ 
on specific accounting subjects, at no additional cost. 


The IAS booklet, “How to Prepare 
for the C.P.A. Examination” is avail- 


wt ju tt 
gaa 0 Ot able free upon request. Address your 


card or letter to the Secretary, IAS... 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD © CHICAGO 6, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 





1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together 
= the necessary procedures to effectuate the 
bilan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 





4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 





5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 





6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 


coverage. 
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perwork 


As the business pace accelerates in this year of 1957, 
paperwork costs are multiplying even faster. 

ae The keen competition for clerical workers doesn’t 

eo help the situation in any way. For some businesses, 
Underwood automation of paperwork has been the 
actual means of survival. For many others, the 

efficiency of Underwood systems has meant an improved 
profit picture through lower clerical costs, 

closer management control and improved service 

to customers. Let Underwood help put you on top of 
paperwork problems. Call your local Underwood showroom 


(see Yellow Pages), or write to Underwood Corporation, 
One Park Avenue, New York 16, N. Y. 


derwood’ 


master-control systems 











Post-Master, Sundstrand and Elecom 50 Dataflo® 
NE 1957 Elliott-Fisher electronic computer processing 
accounting machines systems systems 




















PROS AND CONS ON ECONOMIC BUYING QUANTITIES 


Editors, THE CONTROLLER: 

I am forwarding herewith copies of 
several inquiries and our replies re our re- 
cent article “An Approach to Selecting 
Economic Buying Quantities” published in 
March 1957 issue of THE CONTROLLER. 


NorMAN E. LANG 
American Machine & Foundry Company 
New York, N. Y. 
e 
Dear Mr. Lang: 

I am a member of the Richmond Control 
of Controllers Institute and was quite in- 
terested in your article on economic buying 
quantities. . . . Could you send me addi- 
tional information, or direct me to sources 
of data, on the cost of inventory possession, 
which you mentioned as generally ranging 
between 114% and 214%? 


R. R. ROBERTS 
Treasurer 

Fieldcrest Mills, Inc. 
Spray, North Carolina 


Dear Mr. Roberts: 

In accordance with your request, I am 
listing below the various cost factors, ex- 
pressed as of per cent of inventory values, 





which in our opinion, constitute the cost of 
inventory possession: 





% 
1. Loss due to inability to take advan- 
tage of other profit-making ven- 
tures (or foregone opportunities) * 8 
2. Interest on funds 4 
3. Product obsolescence 5 
4. Product deterioration 3 
5. Handling 2 
6. Taxes -50 
7. Space cost 25 
8. Insurance 25 
9. Supplies (bins, pallets, etc.) 25 
Total per year 23.25% 


* Such as capital assets with a short pay-off. 


The range in cost from 1Y%4% to 2Y2% 
per month, as advanced by other parties, 
normally includes, insofar as I was able to 
determine, the same factors of cost, but 
more or less for specific items of cost which, 
because of certain peculiarities of their busi- 
ness, occasioned a greater or smaller cost 
assessment. 

e 


Dear Mr. Lang: 

I read with considerable interest your 
article “An Approach to Selecting Economic 
Buying Quantities” in the March issue of 
THE CONTROLLER. 





“| don’t see how that misspelled word crept in 
there—it wasn’t that way on the carbon!” 
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Your subject matter is dear to my heart 
for my business is based on the translation 
of such principles. into easy work methods, 
I have two Lot-Size Calculators which es. 
tablish most-economical purchasing and 
manufacturing order quantities. I am writ. 
ing because you may not have seen my cal- 
culators and you may find them helpful in 
your work, 

The Manufacturing Calculator can be 
used for setting up purchasing lot-sizes 
where there are no discounts—this would 
parallel the chart in your article. For set-up 
cost you use the order cost ($10 in your 
article) incurred in writing the purchase 
order. The standard Lot-Size Calculator in- 
cludes a 17% inventory cost factor. How- 
ever, 24% models can be made up as spe- 
cials which would fit your requirement of 
2% per month. 

I shall look forward to your comments 
after you have reviewed the enclosed litera- 
ture. I am more interested in the comments 
than I am in making a sale. 


R. L. VANDEMARK, manager 
Van D. Mark Production and 
Inventory Controls 

P.O. Box 67 

Mt. Clemens, Mich. 


Dear Mr. VanDeMark: 

Thank you for your letter referring to our 
recent article. I am sufficiently interested in 
your Lot-Size Calculator to suggest that you 
forward an additional supply of your bro- 
chure relating thereto. These brochures will 
then be distributed to certain parties whose 
interests might suggest further considera- 
tion. 

° 


Dear Mr. Lang: 

We have read with interest your article 

. and think very highly of it. It would 

seem to us, however, that you may have 
oversimplified the buying chart, in not con- 
sidering the delivery time required on the 
orders. For example, if it would take one 
month’s time in order to receive delivery of 
the items mentioned in your example, it 
would seem that the optimum amount of 
$1,300 value per order should be increased. 
In other words, if the monthly requirement 
is $1,600, and it takes one month’s time in 
order to obtain delivery of these items, then 
it would seem that a larger amount should 
be ordered at one time than the $1,300 at 
which you arrived. 

It may be, however, that we have not 
thoroughly understood the system that you 
explained in your article, and would appre- 
ciate any further comments you may give us 
on this matter. 


LAWRENCE F. KOERING 
Treasurer 

Torit Manufacturing Co. 
St. Paul, Minn. 


Dear Mr. Koering: 

In direct answer to your specific inquiry, 
certain problems may crop up when sup- 
plier lead-time exceeds the time interval be- 
tween deliveries, as mentioned in the last 
paragraph of the article; however, where 
reasonably repetitive consumption is im 
volved, the problem is minimized. 


(Continued on page 266) 
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“Automating” your office procedures 


might provide the answer 


Automation of office paperwork is now a prac- 
tical means of controlling the problem of excessive 
inventory. 


Every day —instead of every 2 weeks—you can have 
at your finger tips the figures showing “how much is 
where” . . . thus speeding deliveries, reducing ship- 
ping costs, tightening the whole sales operation. 


Moore Business Forms (the largest company in its 
field) has developed procedures with Automated 
Data Processing—or ADP—which have proved of 
value to both small businesses and large. 


ADP contributes importantly to profits . . . not only 
by cutting down on large inventories, but by speed- 


MOORE BUSINESS FORMS 


ing work, reducing errors, making new employees 
unnecessary as business expands, improving em- 
ployee morale. 


Moore makes no machines—simply analyzes your 
problem . . . plans the proper ADP system for your 
business ... designs and manufactures forms needed 
for maximum efficiency. 
‘ ‘ ‘ ° 
Call the Moore man (he’s in the telephone direc- 
tory). Over 300 offices and factories across the U.S., 
Canada, Mexico, Caribbean and Central America. 
Or write Moore Business Forms, Inc., at Niagara 
Falls, N. Y., Denton, Texas, or Emeryville, Cal. No 
obligation, of course. 
Toner 
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COVERS 
INTERESTS OF 
CONTROLLERS 


c 
FINANCIAL 
EXECUTIVES 
Ceclasinaly 





by Charles M. White 


%& PURCHASING FOR PROFIT 


by Herbert J. Richmond 





Forthcoming Features 


IN THE CONTROLLER 


%& ECONOMICS OF EQUIPMENT LEASING 


te MANAGEMENT CONTROLS AT MANAGEMENT LEVELS 


A four-part viewpoint by a president, a vice 


president, a treasurer, and a controller 








Inasmuch as inventory possession cost is 
substantial, our objective, insofar as practi- 
cal, calls for minimum inventory levels at 
all times. In those cases where lead-time ex- 
ceeds optimum buying intervals, and let us 
assume a 40-day lead-time for a replenish- 
ment every 20 days, based upon the buying 
chart, we have two alternatives: (1) To 
place an order for 20 days’ consumption 
every 20 days for delivery 40 days hence; 
or (2) commit for greater quantities but 
schedule deliveries in required quantities at 
the proper intervals. In each of the above 
cases you can, if the associated conditions 
are right, buy in accordance with the table 
and still not violate its basic principle. 


CONTROLLERSHIP RESPONSIBILITIES 


Editors, THE CONTROLLER: 

I am writing to see if your Institute 
could give me some assistance in a project 
which I am undertaking. 

This is a survey of management account- 
ing, with particular reference to the con- 
trol function. It is proposed to send a ques- 
tionnaire to large Australian companies to 
try to get information regarding the or- 
ganisation and administration of the con- 
trol function. 

I understand that there may have been 
a similar questionnaire issued in your 


country, and if so, would it be possible to 
let me have a blank copy ? 

The University of Technology is a sub- 
scriber to your journal, THE CONTROL- 
LER, and I would like to state that we find 
it of great value, both to students and the 
staff. We have included in our curriculum 
a course in accounting control and at pres- 
ent there are 430 students taking the de- 
gree course in commerce with accountancy 
as the specialization. 


E. B. SMYTH 

Professor of Accountancy 

The New South Wales 
University of Technology 

School of Accountancy 

Kensington, N.S.W. 


Controllership Foundation, Inc., research 
arm of Controllers Institute, has been work- 
ing on a survey regarding controllership re- 
Sponsibilities, experience and training, In- 
formation as to the availability of this study 
will be announced at a later date in THE 
CONTROLLER. —The Editors 


OLD ARTICLES NEVER DIE... 


Editors, THE CONTROLLER: 

The March 1957 issue of the Internal 
Auditor, published by the Institute of In- 
ternal Auditors, contains an article by 
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Donald §. Grubbs entitled “Interna 
Auditing Objectives.” The article was first 


ublished in THE CONTROLLER (February 


1946). 

I am writing to ascertain if permission 
may be granted us to reproduce the article 
for distribution to internal auditors in the 
various bureaus and offices of the US, 
Treasury Department. 


HAROLD A. BALL 

Chief, Division of Internal Audits 
Treasury Department 
Washington, D. C. 


“WE LIKE THIS ITEM. . .” 


Editors, THE CONTROLLER: 


In the June 1956 issue of your maga- | 


zine, THE CONTROLLER, there appears an 
item called “A Short Course in Cost Ac. 
counting and Its Relationship to Job Se. 
curity.’” We like this item very much, in- 
cluding the chart at the top, and we feel 
that our company magazine, The Hamil- 
tonian, could use this material. I am writ. 
ing you, therefore, to ask your permission 
to use this column. 


FRANK M. ROGERS 

Editor, The Hamiltonian 
Hamilton Manufacturing Company 
Two Rivers, Wis. 


Permission granted. Credit should also be 
given to the source, W. C. Carter, former 
president of Link-Belt Company, Chicago, 
Ill. —The Editors 


RIMMER THE RHYMER! 


Editors, THE CONTROLLER: 


I enjoy reading THE CONTROLLER and 
am very glad to see the humorous side 
brought out. With this in mind I wrote the 
enclosed bit of nonsense. 


GEORGE W. RIMMER 
Iron Fireman Mfg. Co. of Canada Ltd. 
Toronto, Ontario, Canada 


AN INVENTORY LAMENT 


You organize 
And strategize 
Philosophize 
Or compromize 


You identify 
Or clarify 
Multiply 

Or verify 


You compute 
Or refute 
Re-compute 
Or conflute 


You use LIFO 
Or FIFO 
Mumbo 

Or jumbo 


You do all these, but ’t won’t be right 
Even though working day and night 

So cheer up, my lads—remember, this strife 
Is typical of a controller’s life. 
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Uniform Accounting for Fund Raisers 

Fund-raising organizations need more straightforward ac- 
counting, according to a speaker at the recent National Con- 
ference on Solicitations held in Detroit. The Conference 
heard a report about a new form of audit required in Los 
Angeles, which indicated that fund-raising costs, formerly 
listed by organizations at an average of 9% to 12% of 
money collected, actually averaged from 15% to 22% and 
some went as high as 30%. 

Los Angeles has for a number of years required advance 
filing by a sponsor of a solicitation of a financial statement 
and the acquisition of an “information card” listing data 
prepared from the sponsor's statement. This card must be 
shown to every prospective contributor. 

Because a bewildering diversity existed in the accounting 
practices of soliciting organizations, a committee of the 
California Society of Certified Public Accountants prepared 
a statement of uniform accounting principles for social 
service organizations, which is now applied by the Los 
Angeles Board of Social Service Commissioners to all re- 
quests for information cards. 

Business corporations are heavy supporters of charitable 
organizations. They will welcome the news that the National 
Conference on Solicitations, at its recent meeting, adopted 
resolutions endorsing the principles of uniform accounting 
for fund-raising organizations. 


Better Accounting: Better Government 

The Eighth Annual Progress Report under the Joint 
Program to Improve Accounting in the Federal Government 
was recently submitted to the heads of federal departments 
and establishments. In addition to general developments, 
the report also identifies major areas involving financial 
management improvements by federal agencies and indicates 
several types and examples of identifiable savings. 

The work has been carried out by the staffs of the General 
Accounting Office, the Treasury Department, and the Bureau 
of the Budget, as well as the individual agencies in consulta- 
tion with the staffs of the three central agencies. In an intro- 
ductory statement—signed by George M. Humphrey, Secre- 
tary of the Treasury; Percival F. Brundage, Director of the 
Bureau of the Budget; and Joseph Campbell, Comptroller 
General of the United States—gratification is expressed with 
‘the splendid contributions to better management practices 





made by the kind of financial management improvements 
and related developments summarized in this report. 

“Commendable as these contributions are, there remains 
much to be accomplished. The enactment of Public Law 863, 
which established in law the principles of budgeting in terms 
of costs and accounting on the accrual basis, has provided 
additional tools for accelerated efforts for the improvement 
of financial management in all agencies. 

“With the continuing cooperation and wholehearted 
support of all who have responsibility for administering the 
various functions of our Government, we are certain that 
even greater contributions to improved administration can 
be made through the combined efforts represented in the 
Joint Program.” 

Both as interested citizens and taxpayers, as well as prac- 
titioners in the area covered by the report, corporate con- 
trollers and financial officers will find much of interest in - 
this Eighth Annual Progress Report. They will join in the 
common hope that the progress to improve accounting in 
the Federal Government will continue—and at an ac- 
celerated pace. Thus, each of us will benefit as our Govern- 
ment obtains its goal to improve financial management of its 
(and our) affairs, to provide the Congress with better fi- 
nancial information, and to make available more informative 
reports on the operations of the Government. 


“Where’s the Money Coming From?” 

The most important internal source for corporate funds is 
allowance for depreciation, according to a recent analysis by 
the Federal Reserve Bank of San Francisco. Although this 
has shown a steady rise, the bank notes that corporations have 
nevertheless been able to generate internally only about 
three-fourths of their financial requirements. Retained earn- 
ings have fluctuated because of swings in before-taxes profits, 
taxes and dividend policies. 

New issues of securities, especially bonds, have constituted 
the major outside source of funds during most of the postwar 
period. The bank notes the likelihood of an increase in 
corporate borrowing to meet announced plans for new plants 
and equipment. 


“Your Health, Gentlemen!” 

Take heart, corporate executives, you are (as a group) 
healthier than you may believe. A recent survey published in 
the Management Review reports ‘‘no evidence that corporate 
executives are more prone than other workers to such ail- 
ments as heart disease, high blood pressure, neuroses, etc. 
Medical specialists and observers are not in full agreement 
but a sufficient number of industrial medical directors have 
indicated that the repeated emphasis on executive health 
problems has tended to cause emotional problems.” 

One of the specialists quoted in the magazine article points 
out that “executives are a reasonably healthy group of people 
with quite a good life expectancy. All this talk about the 
unusually high incidence of disease in their ranks is turning 


them into worried, fearful, and sometimes neurotic 
creatures.” —PAUL HAASE 
THE CONTROULER. .... 2.0. nc ncnee: JUNE 1957 
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Capital Replacement: 
A Dilemma of Inflation 





QUARTER CENTURY of monetary 
depreciation has created a host of 
problems, but few more perplexing to busi- 
nessmen or more menacing to orderly eco- 
nomic growth than that of financing the 
replacement and expansion of industrial 
plant and equipment. Obviously, deprecia- 
tion reserves based on the original cost of 
capital goods will not be large enough to 
replace these goods if the cost of replace- 
ment has been increasing. In the course of 
a sustained period of steadily rising costs, 
the deficiency can become an extremely 
serious matter. 

The problem is aggravated by the con- 
tinued use of accounting practices and tax 
policies founded upon the traditional 
assumption that money is a dependable 
standard and store of value over long time 
intervals, an assumption which the experi- 
ence of recent years has belied. Some in- 
dustrial managements are now in a real 
quandary over how to finance needed 
capital expenditures for which no ade- 
quate provision has been found possible 
and are calling upon government to re- 
examine the concepts of depreciation and 
profit underlying the revenue laws. 


Profit or Capital Consumption? 

The Machinery and Allied Products In- 
stitute has developed an index of prices of 
business capital goods (plant and equip- 
ment) which shows that the average cost 
of such goods has approximately tripled 
since 1933. The amount by which original- 
cost depreciation falls short of providing 
for replacement at current costs amounts 
to approximately $6 billion a year, accord- 
ing to the Institute’s calculations. The In- 
stitute calls this figure the amount of 
capital consumption on which American 
industry will pay income taxes this year. 


Guaranty Trust Company of New York 


The Federal Government has done vir- 
tually nothing by way of recognition of the 
serious financial problem of capital re- 
placement which business faces because 
of the shrinkage of the dollar. If govern- 
ment is primarily responsible for the sta- 
bility or instability of the dollar, it be- 
hooves government to correct, in so far as 
possible, the inequities and hardships 
arising from instability, especially when 
these inequities and hardships involve a 
direct threat to the sound maintenance and 
growth of the economy. 


A Good Place for Tax Relief 

It is not necessary to disturb time-hon- 
ored definitions of depreciation and profit. 
Capital replacement is. more a problem of 
practical business finance than a question 
of accounting terminology. Instead of per- 
mitting depreciation reserves in excess of 
original cost, the purpose would be ade- 
quately served by tax-free accumulation of 
funds under some other name, such as spe- 
cial replacement reserves, for example. The 
additional funds must be set aside for re- 
placement in any case, and it is both unfair 
and economically destructive that they be 
taxed as ordinary profit by the very gov- 
ernment that has created the difficulty by 
failing to maintain the value of money. 
When the state of Federal finances makes 
tax relief possible, this would be an excel- 
lent place to begin. 
From the May issue of THe Guaranty Survey, 
monthly review of business and economic condi- 
tions published by Guaranty Trust Company of 
New York. 
The complete is- 
sue is available 1H. 
on request. a 
Guaranty 
Survey 
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Return on Investment (ROI) 


As a Measurement of Management Efficiency 


Harvey O. Edson 





HE CURRENT TREND to decentralization 
Ties created new emphasis on divisional 
accountability for profit performance. 
This in turn has generated problems in the 
selection of proper criteria to be used in 
judging operating performance. The many 
variable factors involved in the successful 
management of a business enterprise are 
not easily resolved into a single total im- 
ptession, nor indeed can any single yard- 
stick or standard properly measure any 
specific period of operations without some 
adaptation to the specific factors involved. 

Present-day research in the area of 
measuring business performance has de- 
fined at least eight such significant factors: 


. Profitability 

. Market position 

. Product leadership 

. Productivity (effective use of capital, 
men, material) 

. Personnel development 

. Public responsibility 

. Employe attitudes 

. Balance between long- and_ short- 
range goals. 


Ww hoe 
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It is inevitably concluded after reflecting 
on each of these criteria that all factors 
ultimately must pay off in profitability. 
Being number one within an industry in 
market position, product leadership, etc. 
would make little sense if it did not at the 
same time or ultimately provide profit 
leadership. 

A perfect yardstick probably will never 
be found with which to quantitatively 
measure management’s performance or 
bridge the gaps to provide accurate ap- 
ptaisal of the factors affecting the past, 
present and future of a business enterprise. 
To the business executive, this is a blessing 
in disguise, for with such a yardstick and 
modern data-processing equipment, execu- 
tive decision would become as routine as a 
motorman’s job, or more so. Because of 
this limitation in evaluating business per- 
formance, the quality of judgment in ap- 





praising all contributing factors to business 
results will continue to be the all-signifi- 
cant contribution of top management. 

Despite its obvious limitations and not- 
withstanding the foregoing, return on in- 
vestment provides the closest approach to 
a universally — measurement of 
management efficiency. Essentially, over a 
sufficiently long space of time, it will pro- 
vide a reasonably fair standard for the 
evaluation of divisionalized management's 
performance. This is so, since the recogni- 
tion of ultimate profitability is accepted as 
the principal purpose of a business. 

Return on investment properly used is 
generally applicable to both general and 
specific problem areas. With sound inter- 
pretive judgment, which includes an 
awareness of all other factors involved, it 
does provide a measurement of past per- 
formance, becomes a guide for current 
problems and a basis for long-range 
planning. 

With well-defined policies, consistently 
applied, the likelihood of misconceptions 
and improper conclusions is to a great 
extent eliminated. However, before under- 
taking a review of policy problems, it 
would be proper to “scotch” some of the 


The application of ROI principles 


to decentralized product divisions 


more popular misconceptions concerning 
ROI, which can be categorized as: 


1. Misconceptions in applying ROI to 
operating decisions, and 
2. Misconceptions of interpretation. 


1. Misconceptions in the Application of 
ROI Ratios to Operating Decisions 
Unfair criticism of the ROI approach is 

i Sg voiced which appears on the 
surface to point up inconsistency in the 
application of ROI indicators and sound 
and profitable business decision. Usually 
such criticism represents either half truths 
or incomplete analysis before reaching the 
conclusion. In a recent major publication, 
ROI was negated on the basis of a manage- 
ment’s “finding” that division executives 
anxious to meet ROI objectives set up as 
goals for divisional achievement would 
not consider additional sales priced mar- 
ginally because they would depress the 
return ratio, although they would increase 
total dollar profits. 

That such a condition could exist is 
highly improbable under any basis of com- 
puting ROI. To the contrary, ROI properly 
interpreted will support decisions to 
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expand current production through mar- 
ginally priced sales up to plant capacity 
levels, although normally reported profit- 
and-loss ratios will reflect lower margins. 

For example, an operation with the 
following ROI characteristics: 


Sales $1,500,000 
Investment 1,000,000 
Operating Profit 300,000 

% to Sales 20% 
Return on Investment 30% 


could conceivably obtain an additional 
$1 million in sales priced marginally at 
10% above marginal or out-of-pocket 
costs and continue to maintain a 30% 
return-on-investment experience, in which 
case the factors determining ROI would be 
as shown in Exhvbit I. 

It is to be noted that although the ratio 
of profit to sales declined from 20% to 
15.6%, the ROI remains constant. 

Another popular misconception: “ROI 
is of little value because a small, low-over- 
head operation will reflect an exceptional 
return experience which cannot be main- 
tained if the operation is expanded.” Such 
criticism falls into the half-truth category, 
as the following example will point out. 

Given the following factors: 


Sales $100,000 
Investment 35,000 
Operating Profit 20,000 

% to Sales 20% 
Return on Investment 57% 


Such cases usually reflect a garage or alley 
shop set-up, which employ characteristi- 
cally low rental factors and limited equip- 
ment investment. It cannot be suggested in 
this case that the ROI ratio of 57% could 
be maintained upon expansion of the busi- 
ness. The basic consideration in all ROI 
decisions, and certainly in this instance, 








involves an interpretation of the invest- 
ment possibilities and return on the addi- 
tional business to be obtained under the 
expanded operations. See Exhibit II. 

The decision to expand in this case 
would rest upon the adequacy of a 25% 
return on the added investment and not on 
the lower return anticipated. In the absence 
of better investment opportunity, yielding 
a higher return, the decision to expand 
would certainly be financially sound. 


2. Misconceptions in Interpreting ROI 


In establishing a program of ROI con- 
trol for the appraisal of divisional opera- 
tions, it must be recognized at the outset 
that self-contained limitations exist in this, 
as in any financial yardstick, which require 
the application of interpretive judgment. 
Just as accounting comparisons between 
periods are not precise nor entirely 
quantitative, the ROI index will, over the 
short range, reflect differences occasioned 
by accounting methods. Most of the 
problems in this area relate to the available 
alternatives in distributing period or time 
cost factors over the accounting periods 
involved—basically, the inconsistency be- 
tween good tax accounting and good 
operating accounting. Good tax accounting 
attempts to lump as many deductions as 
possible into the current operating period. 
As a result, items which for practical 
purposes might correctly be spread over 
more than one year’s operations are 
charged off at the time the expenditure is 
made. Certain periods thus bear heavier 
charges than they should, and subsequent 
periods are freed of expense applicable to 
them. Expenditures for so-called perish- 
able tooling, maintenance of equipment, 
minor equipment additions and deprecia- 








EXHIBIT | 
(1) (2) (3) 
Faciors 
Prior to Adding Marginal 
Marginal Business Business Added Combined 

Investment $1,000,000 $ 300,000* $1,300,000 
Sales 1,500,000 1,000,000 2,500,000 
Operating Profit 300,000 90,000 390,000 
% to Sales 20% 9% 15.6% 
Return on Investment 30% 30% 30 % 


* Only additional investment required would be working capital at 30% of increased sales. 








EXHIBIT Il 
(1) (2) (3) 
Factors Additions 
Prior to Expansion Under Expansion Combined 

Investment $ 35,000 $ 60,000 $ 95,000 

Sales 100,000 100,000 200,000 

Operating Profit 20,000 15,000 35,000 
% to Sales 20% 15% 17.5% 
Return on Investment 57% 25% 37 % 
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tion accounting precipitate these distor. 
tions to reported profits. 

In this connection, whenever tax bene. 
fit can be obtained through accounting 
treatment for items theoretically charge. 
able to more than one accounting period, 
the old adage, “‘a bird in the hand,” May 
well apply. Certainly a proper under. 
standing of administrative stewardship 
would not allow for the establishment of 
accounting policy which would theoreti- 
cally equalize reported profits between 
periods and in so doing, unnecessarily in- 
crease the current tax bill. These areas of 
difference must be recognized, analyzed 
and interpreted, but certainly are not to 
become of greater significance than cash in 
the bank or cash profits. 


POLICY MATTERS 


Establishing the basic principles govern- 
ing ROI factors to be applied consistently 
over the long-term future raises problems 
which at first may seem complex and un- 
reasonable. The development of sound 
policies and rules of interpretive practice 
is most essential in providing a usable 
yardstick which can and must be consist- 
ently applied by divisional management 
if the strategy is to be fully accepted and 
employed profitably. The most critical 
problem areas requiring policy decision at 
the outset are: 


1. Defining the investment charged to 
divisional organizations, and 

2. The valuation of these investment 
factors. 


1. Problems of Investment Definition 


Defining divisional investment poses 
significant problems concerning: 


a. The inclusion or exclusion of realty 
and building investment; 

b. The amount of operative cash bal- 
ances to be charged in divisional 
working capital accounts ; 

c. The proration to divisions of inter- 
divisionally common investment fac- 
tors, such as home office building 
and equipment, etc. 


a. It must be anticipated that a divi- 
sion manager aware of the measure and 
its use will inevitably fit his decisions to 
the measure. What then of investments in 
realty and buildings? Operative ROI will 
generally be greater if buildings are leased 
rather than owned. This being true, can 
realty be considered a sound operative in- 
vestment ? Obviously from a short-range 
perspective, it is not conducive to the 
maximization of divisional ROI. For ex- 
ample, rental under a long-term lease 
might approximate 7% to 8% annually 
of the building investment, whereas a de- 
sired operative return would be 20% to 
30% before taxes. Interdivisional differ- 
ences occasioned by old versus new build- 
ings invariably result in higher than not- 
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mal ROI experience for the division 
housed in old buildings as compared to a 
division occupying a new building with 
its high current construction costs. 
Reflection for a moment on the factors 
involved will lead to the conclusion that 
this problem points up a difference in class 
of investment. Realty as such offers rela- 
tive security of investment, a hedge against 
inflation, etc., but customarily provides a 
lower rate of return than industrial opera- 
tions. In effect, the situation is analogous 
to the differences in security investment. 
In order to resolve this question, the 
following policy is recommended: 


Investments in realty, including build- 
ing and building equipment, will not be 
charged to divisional investment ac- 
counts for ROI purposes. Divisional 
operating income, which includes for 
conventional profit reporting, depre- 





ciation of buildings and_ related 
bp will for ROI purposes be 
adjusted to eliminate such depreciation 
and to substitute therefor an annual 
rent charge averaging 714% of build- 
ing and building equipment investment. 


b. The determination of operative cash 
balances to be included in divisional in- 
vestment totals relates to general manage- 
ment policies concerning cash and liquid 
assets retained in the business. A conserva- 
tive financial policy might require one 
month’s cash requirement as a charge 
to divisional investment accounts—one 
month’s cash being total divisional operat- 
ing costs before taxes but after adjusting 
for building depreciation and rent, less 
the provision for depreciation on machin- 
ery and equipment. 

c. The investment in common facilities 
for either home office or interdivisional 






















purposes must also be prorated to each 
division for ROI purposes. For the sake of 
simplicity, home office investment, except 
realty and building, is best allocated on the 
ratio of divisional sales to total company 
sales. Investment in common interdivi- 
sional facilities, if such exist, can be allo- 
cated on the basis of the divisional usage 
of the service. 


2. The Valuation of Investment 

The problems involved in setting the 
basis for valuing capital assets for the de- 
termination of ROI, because of the many 
alternatives available, appear at the outset 
to represent serious obstacles to the accept- 
ance by divisional management of the ROI 
yardstick. Apparently sound arguments 
can be propounded in defense of valua- 
tions based on: 


(Continued on page 297) 











RETURN ON INVESTMENT: USE OF GROSS OR NET ASSETS IN COMPUTING RATIOS 


A brief review by Controllership Foundation, Inc., research 
arm of Controllers Institute of America, developed some inter- 
esting data concerning the computation of return on investment 
ratios. This was done in response to a specific query from an 
Institute. member ; the six companies contacted were selected for 
certain similarities to the inquiring organization. 

The basic question is the preferred base, whether it be total 
gross assets before depreciation or total net assets after depreci- 
ation. Controllership Foundation obtained data on this question 
by means of: (1) Telephone calls to the controllers of six New 
York companies and a senior member of a leading management 
consultant firm; and (2) review of published material. 

Although much has been written about return on investment, 
it is largely quite general in nature. Of some 25 selected refer- 
ences reviewed, only five contained discussions of the use of 
either gross or net assets as the base for computing ratios. 

Of the six companies in the telephonic survey: Two companies 
do not use return on investment ratios for long-term planning 
or measurement of performance; two companies use total gross 
assets; One company uses total net assets; one company makes 
computations on both bases for comparative purposes, though 
preferring the use of net assets as the base. 


NO GENERALLY “PREFERRED” BASE 

Information received by the Foundation’s telephonic survey, 
as well as the discussions in published material, revealed one 
fact: There is no general agreement as to a “‘preferred’’ base for 
computation of return on investment ratios. The choice of a base, 
the Foundation points out, is dependent upon a number of fac- 
tors, such as the use to be made of the ratio, company organiza- 
tion, volume of operations, and nature of the assets. 

The management consultant suggested that, in determining 
the base to use, consideration be given to the relation of the total 
of cash, accounts receivable, and inventories to total fixed assets. 
If total fixed assets are relatively small, he said, compared to the 
total of these three current items, the deduction of depreciation 
reserves would have little effect in the computation. The choice 
then would depend upon the use to be made of the ratio: if the 
purpose is to measure managerial efficiency, gross assets before 
depreciation might well be used. If, however, the ratio is to be 


used in planning for new locations, he believes depreciation must 
be taken into account; therefore the net asset value should be 
used. 


GROSS ASSETS AS BASE 

Controllers of companies using gross assets as the base hold 
the opinion that gross assets provide a more stable base and give 
a more accurate trend picture for use in making long-term plans. 
Also, they believe that the use of net assets would result in dis- 
tortions in fast write-off periods. In one company with several 
divisions, write-off periods vary from division to division so that 
the use of net assets as the base would complicate the computing 
ratios and would make a comparison of divisional performance 
more difficult. 


NET ASSETS AS BASE 

A reason stated by one company for using net assets as the 
base is that the portion of the initial investment represented by 
a reserves has already been recovered through charge- 
offs and it has either been reinvested in other fixed assets or is 
being used as working capital. Therefore, to the extent that re- 
covery and reinvestment have been made, it is felt that the old 
assets should be relieved of earning a return. a 

The opinion in another company is that the value of equip- 
ment—the limit to its investment status—depends upon the anti- 
cipated number of years of its productivity. This number declines 
every year, so the decline should be offset by cash withheld from 
gross revenues. 


USE OF BOTH BASES 


The controller of the company which makes computations on 
both bases stated that they prefer the use of the net asset base as 
they feel that the use of gross assets has a deflating effect on the 
ratio. Computations using gross assets as the base are used as 
comparisons. It is felt that, since depreciation is an estimate at 
best, the “‘true’’ asset values are somewhere between gross and 
net. 

Other research material developed by Controllership Founda- 
tion appears regularly in Controllership Information Service on 
the Research Notes page of THE CONTROLLER. 
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Operations Research 
for the Businessman 


Clark Sloat 


UCH has recently been written about 
M Operations Research and its applica- 
tion to everyday business problems. The 
term has been variously defined but for 
the most part the “definitions” only sup- 
port the belief that the term ‘‘Operations 
Research” is a misnomer, at least as far as 
its application to business problems is con- 
cerned. In its practical application, OR in- 
volves the scientific approach to the analy- 
sis and evaluation of the factors having a 
bearing upon a given business problem 
and the establishment of basic relation- 
ships between them so that mathematical 
methods can be used in the development 
of the best solution (or “optimum” as the 
technicians call it). The problems them- 
selves have existed for many years. Many 
of the mathematical methods were estab- 
lished and applied in scientific fields. But 
the idea of using these established mathe- 
matical methods in producing better solu- 
tions to these old business problems is of 
relatively recent origin. 

The principal objective of this new ap- 
proach is to eliminate all or much of the 
guesswork in developing information 
upon which management must base deci- 
sions of vital importance to the business. 


ga 





CLARK SLOAT, partner, Price Waterhouse & Co., New 
York, occupies a position in a relatively new field of increas- 
ing importance in the business world—management advisory 
services. His present work involves consultation services to 
business and industrial concerns on organization, policies 
and operations. He is a graduate of New York University, 
B.C.S. degree magna cum laude. He joined Price Water- 
house in 1935 and was admitted to the partnership in 1953. 
He is a member of the AIA, the New York and New Jersey 
Societies of CPAs and the Economic Research Round Table. 


Illustrates results which 
can be accomplished and in 


what type of operations 





TABLE | 
Required man-hours 
per 1,000 pieces 
Required 
Product Quantity Line 1 Line 2 Line 3 
‘Sern 5,000 1.50 nee 4.00 
ORO eT 50,000 1.50 _- 4.00 
ci er eh 150,000 1.00 _ 3.33 
| ek wet dc tuk nate 350,000 1.00 1.67 5 Jo 
DP a. aniitinte Satna, 50,000 1.00 1.67 a5 
Re 100,000 1.00 1.67 3.33 
«SCORE arr ae 200,000 1.50 1:25 4.00 
BEN ois, neki clones 25,000 1.50 oo 4.00 
| re eee 20,000 1.50 — 4.00 
Mtl? 6805s oidiee'e « 950,000 
Lime capacities .......45... 480,000 384,000 240,000 


The variety of problems to which better 
solutions can be found by this new ap- 
proach is, indeed, great and auditors have 
a splendid opportunity to direct the atten- 
tion of their clients to areas where this 
new approach might produce very worth- 
while results. 
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The purpose of this article, therefore, is 
to illustrate, in as simple terms as possible, 
the results which can be accomplished and 
to indicate in what type of business opera- 
tions this new approach can be most use- 
ful. The simple illustrations have been 
chosen to show the difference between the 
results arrived at in the conventional man- 
ner (which for the sake of identification 
we shall call the “old method”) and the 
results produced by means of OR tech- 
niques (which we shall call the “new 
method”). No reference will be made to 
the involved mathematical operations nec- 
essary to produce the new results. To do 
so, even if space permitted, would perhaps 
be more confusing than enlightening to 
the average reader not well trained in the 
principles of higher mathematics. In fact, 
knowledge of the mathematical principles 
applied in the solutions is not essential to 
recognizing the opportunities for their ap- 
plication. Once the problem has been tec- 
ognized as being susceptible to better solu- 
tions, the skilled technician will produce 
the desired results. 
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EXAMPLE 1 

Company A has a packaging depart- 
ment which operates three production 
lines for nine products. All products can 
be packaged on lines 1 and 3 but only 
products 4, 5, 6 and 7 can be packaged on 
line 2. To meet customers’ demands, all 
three lines must be used, but the lines are 
not equally efficient. Table I shows the 
quantities required of each of the nine 
products and the man-hours required to 
package 1,000 pieces of each product on 
each of the three lines. The capacity of 
each line is also shown. The problem in 
this case is to set a packaging schedule 
which will produce the required quantities 
at minimum labor costs. 

Let us consider how the company might 
approach this problem by the old method. 
It is easy to see from Table I that line 1 is 
the most efficient. We should use it to the 
utmost of its capacity. This we do by rout- 
ing all of products 1, 2 and 3 and part of 
product 4 over that line until its capacity 
has been reached. Line 2 has limited abil- 
ity, but being more efficient than line 3 we 
route all the products it can handle to line 
2. The remainder of our requirements we 
route over line 3. As Table II shows, we 
shall finish our packaging runs in 1,426 
man-hours. 

We can improve this performance by 
working out a packaging schedule by 
means of a mathematical method known 
as linear programming. Following this 
new method we can produce a schedule to 
finish the job in 1,373.3 man-hours, sav- 
ing some 52.7 man-hours or 3.7% of the 
old labor hours. Note that this saving can 
be obtained with no change in procedures, 
no change in line capacities and no 
change in operations. It is entirely the re- 
sult of improved scheduling. What com- 
pany would not consider a 4% saving in 
labor costs worth while under these con- 
ditions ? 

Comparison of the results of the com- 
putations under the two methods are put 
forth in Table II. In this very simple situ- 
ation, careful study and good judgment 
might have perhaps produced the same re- 
sults without high-powered mathematics. 
But actual operations are seldom, if ever, 
as simple and straightforward as those as- 
sumed in our example. 


EXAMPLE 2 


A company manufactures a product in 
seven plants and ships it to five regional 
warehouses. Freight rates between plants 
and warehouses, plant capacities and ware- 
a requirements are shown in Table 


The problem in this case is to keep 
freight costs on shipments from plants to 
warehouses at a minimum. It is quite easy 
to see that Warehouse 4 should be partly 
supplied from Plant 1 since the freight 
tate is obviously the lowest betweea these 
two points. It is also obvious that Ware- 






































TABLE II 
QUANTITIES SCHEDULED 
Old Method New Method 
Product Line 1 Line 2 Line 3 Line 1 Line2 Line3 
ee Spaces ae 5,000 5,000 
ale Bae Sie ces 50,000 50,000 
em iris (aes eae 150,000 150,000 
CO ee ee 275,000 75,000 230,000 120,000 
GD Ke oP tes 50,000 50,000 
re a 100,000 14,000 86,000 
1 gerne eee ee 159,000 41,000 200,000 
WES, teas ahs Seer 25,000 25,000 
SE eee ee 20,000 20,000 
MOINS. oo eviews 480,000 384,000 86,000 480,000 384,000 86,00 
Line capac ities 480,000 384,000 240,000 480,000 384,000 240,000 
Total Man-Hours 1,426.0 1,373.3 
Savings—52.7 Man-hours or 3.7% 
TABLE Ill 
FREIGHT RATES (¢ PER CWT.) 
To Each Warehouse Plant 
= in Capacities 
Plant 1 2 3 4 a (cut.) 
1| gee Re ea EEE Ps ee a cel i Re 13 16 46 5 83 500 
DE Ne sia ae aie Ro OE EE 95 93 47 86 57 1,200 
re ree ei ie 93 90 42 84 60 5,600 
SNE ROOT PREM Arp 4 16 33 15 83 2,600 
2 CAT RAMEN en ee ae 41 52 87 47 69 7,000 
RE Re OE yao eek a Re ae 60 58 8 50 97 1,200 
Me Natta, ha ae as ee he He AS 64 62 13 55 91 1,500 
Warehouse requirements (cwt.) ... 1,800 8,200 3,000 600 6,000 19,600 _ 
TABLE IV 
Old Method New Method 
Ware- Weight Ware- Weight 
Plant house (hundreds) Cost Plant house (hundreds) Cost 
1 4 500 $ 25 Ih Ae 500 $ 25 
2 3 1,200 564 2 5 1,200 684 
3 3 800 336 34 2 400 360 
5 4,800 2,880 3 400 168 
4 1 1,800 Ta 5 4,800 2,880 
y 800 128 4 1 1,800 Va 
5 2 5,700 2,964 2 800 128 
4 100 47 5 2 7,000 3,640 
5 1,200 828 6 3 1,100 88 
6 2 200 116 4 100 50 
3 1,000 80 7 3 1,500 195 
7 2 1,500 930 
Totals ... 19,600 _$8,970 d 9,600 $8,290 











Saving—$680 or 7.6% 


house 3 should be supplied from Plant 6 
and that Warehouse 1 should be supplied 
from Plant 4. By continuing this sort of 
matching process a shipping schedule 
might be developed which might appear 
quite satisfactory but which would fur- 
nish no assurance that all products are 
moved from plants to warehouses at the 
lowest freight costs attainable. 


Table IV shows that by using the old 
method of working out a smipping sched- 
ule the freight costs involved would be 
7.6% greater than similar costs based on 
a schedule arrived at by means of linear 
programming. This can be accomplished 
despite the fact that the factors in the 
above example could be so simply and 

(Continued on page 305) 
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Manufacturers Part Number Systems 


John H. Black 


In your company are you, by any chance, stuck 
with a monstrous part number or identification “system’’? 
Box-car numbers, with perchance a few fractions, suf- 
fixes, decimals, hyphens or other odd digits thrown in for 
good measure, and a// signifying practically nothing! If so, 
you are in illustrious company indeed and can sigh and enjoy 
the relief of resignation, because if ‘the big operators’ can’t 
correct or avoid such monstrosities how then can you? 
However actually a corrective is not as hopeless to develop 
and apply—even in an old and established organization—as 





you may think; or rather 


as some may think; and the cost of 


not changing—once comprehended—is a powerful argu- 
ment for genuine ingenuity and effort in this fruitful field. 


W: ALL SOUND OFF about government 
red tape and bureaucratic duplica- 
tions, bungling and lost motion, but how 
apt we are to overlook the waste in our 
own back yard from the endless man- 
and woman-hours needlessly consumed in 
writing, typing, printing, punching, trans- 
lating, cross indexing and in misreading 
and correcting for it, because of box-car 
part numbers and a confused identifica- 
tion system that does not indentify and 
isn’t really a system. 

I often think that nearly every company 
must go through the same seemingly in- 


ee 








evitable process. It starts out to make, say, 
widgets. The first model widget is doubt- 
less called Model A. It consists of 25 
component parts and they are numbered 
from 1 to 25. What could be more log- 
ical? But Model A proves to be a rather 
crude widget and as time goes on its com- 
ponents are changed somewhat so that re- 
vised original part number 9 is now 9A, 
or 89, or 112, or some other. 

Soon a bigger or more complex widget 
is developed. It is called Model B and has 
200 component parts. They are numbered 
301 to 601 (so as not to get mixed up 








JOHN H. BLACK got his earliest training in mechanical 
engineering, well supplemented by actual shop experience. 
Added to this was a period of work as production plan- 
ning executive for Warner Gear Co. and for Continental 
Motors Corporation. Then he engaged in professional in- 
dustrial engineering and accounting with the firm of Sco- 
vell, Wellington & Co. All before he joined the Bailey 
Meter Company, Cleveland, Ohio, where he for the past 31 
years has been secretary-treasurer. He was one of the orig- 
inal group which organized the Cleveland Treasurers Club. 
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Easy to use and understand 


with the components of Model A, of 
course). 

Then it comes to pass that an allied and 
related and needed product which our 
enterpriser should make is developed and 
we will call it a foithfoinder. Foithfoind- 
ers are complex pieces of apparatus and 
involve subassemblies (some of the com- 
ponents however being the same as used 
in widgets Models A and X) so that the 
initial foithfoinder is called Model FA. 
Its subassemblies are numbered 1000, 
2000, 3000, etc., and the components of 
subassembly 1000 are numbered 1001, 
1002, etc., and those in subassembly 2000 
are numbered 2001, 2002, etc., and so on, 
except, of course, those parts which are 
common to widgets and foithfoinders and 
which retain their original identification 
number regardless of where used. That is 
logic isn’t it? And so far it works out just 
fine! 

Well, the company grows (as all good 
companies do) and pretty soon it is man- 
ufacturing and selling and servicing really 
big complicated machines like maybe 
squishmakers. Squishmakers come in a 
variety of sizes and combinations each 
with hundreds of component parts. Some 
of these components however are just like 
some of those in a Model B2 widget or a 
Model FX2B foithfoinder. 

Now we are really getting going and 
part numbers begin to look like this: 
785496 or B-124.6731/2CD, or some- 
thing similar. However, we are busy and 
making money and it’s too late now to 
worty about a few little digits more ot less, 
and, anyway did you ever see the part 
numbers of the Great Big International 
Company—Wow! 

Almost any controller of much expeti- 
ence recognizes that situation all too well. 
Probably he just says to himself “that 
wasn’t my doing and anyway it’s a night- 
mare for the Engineers or the Production 
and Sales Departments—let them figure 
it out! It’s beyond me.” 

Meanwhile the confusion and the end- 
less cross indexing and referencing grow. 
More clerks are hired to type or punch 
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and sort more digits and to make more 
mistakes that are harder and harder to 
correct. More customers are drivea mad, 
more files are needed, and so on. 

Perhaps it 7s up to the controller, after 
all, to apply some analysis and common 
sense and see if there isn’t a fair remedy 
at a reasonable cost. Under an identifica- 
tion system that “just grew’ into our 
monster, there not only is the extra cler- 
ical work suggested but there are constant 
references to a variety of cross indexes by 
many different groups of people. In even 
a small company this could produce “‘ref- 
erences” of millions per year. 

Perhaps if we analyze our problem 
and design a better identifying symbol 
system we can by one reference to one 
cross index at one stage of a transaction 
eliminate almost entirely the present ref- 
erences by many others at many stages. 

First we should ask: What are the 
things a person or a department wants to 
know when it sees a given part number 
or identifying symbol? The Manufactur- 
ing Department, the Production Schedul- 
ing Department, the Cost Department and 
others probably want to know (without 
reference to cross indexes) what major 
product it is for. They want to know what 
general type or size of thing it is and 
what it is made of. The Stores Depart- 
ment would like to know (without con- 
sulting a location chart or index) where 
it is located and what general size of thing 
it is and that it will be automatically ad- 
jacent, for economical handling, to other 
components related to it as to manufac- 
turing. 

The Design or Blueprint Department 
would like to know where to look (with- 
out reference to indexes) in its files to 
find applicable tracings or prints. They 
need to know what other parts may be 
similar to it, so that standardization can 
be promoted. Production Scheduling might 
like to be able to locate simply those com- 
ponents which are similar in material or in 
the process involved in manufacturing— 
that is: stampings, turned from bars, etc. 

We should start out by writing down 
those characteristics of a part which a 
great many people want to know, on the 
most frequent occasions. Then we try to 
see to what extent a symbol or a symbol 
system can be devised which will automati- 
cally furnish that information. 

Obviously any symbol must be limited 
to a reasonable number of digits. Com- 
mas, dashes and decimal points are them- 
selves digits and take up space, typing, 
etc., like any other digit and right away 
we should design to avoid them. In fact 
there are a number of basic principles as 
to symbolization that could almost be con- 
sidered axioms and certainly must be 
thoroughly understood and borne in mind 
by the identification system designer. 

Any complete symbol should be made 
up of ordinarily used numerals or letters 
or well-established symbolic devices. 





A given symbol consists of one or more 
such digits arranged in a sequence where 
the first position to the left indicates the 
most general grouping or classification of 
the thing symbolized. The next position 
gives a major subclassification, etc., so 
that the digits to the right are those which 
give final identity and are the most ar- 
bitrarily assigned. 

In making up a given complete symbol, 
letters systematically interspersed with nu- 
merical digits eliminate need for such dig- 
its as commas or decimal points, and at 
the same time have mnemonic values con- 
siderably beyond any other symbolizing 
or identifying device. 

Numerals have inherent quantitative 
values and should be employed primarily 
in those digit positions where quantity or 
size needs to be indicated. 

Each position or digit in a symbol 
should be used as nearly as possible to its 
fullest capacity, so that one digit is not 
pre-empted for indicating a very few 
variations. 

Letters in a single position in a symbol 
have a capacity for two and one-half times 
as many variations as numerals, but this 
capacity increases tremendously as the 
number of positions increase. For ex- 
ample, a symbol system of five numerical 
digits might accommodate 99,999 items 
(assuming arbitrary nonorganized iden- 
tifications) but a symbol of five alpha- 
betical digits could identify nearly 12 mil- 
lion items or 120 times the capacity of a 
five-digit numerical system. In a six-digit 
symbol, letters give 500 times the capacity 
of numerals. This important fact is often 
lost sight of, particularly by those accus- 
tomed to working with numbers and to 


General product type or class 








whom numbers seem definite and immu- 
table, and somehow sacred. 

Letters interspersed (in a planned or- 
der) with numerals not only serve as 
decimals, and have tremendous mnemonic 
value, but also aid greatly in remember- 
ing a given symbol itself. For some reason 
the human brain can ordinarily visualize 
and remember FA 16 B 821 easier than 
87163982. 

The digit or digits of a part symbol 
which identify its general group or prod- 
uct classification for one purpose should 
also symbolize the same classification for 
other uses in the same business. Ia other 
words, identification or classification sym- 
bols for products, and for identifying 
“literature” thereon (price lists, sales bul- 
letins, specification sheets, bills of mate- 
rial, etc.) should as far as possible be in- - 
tegrated with those for components or 
parts of those same products, if a given 
business is to enjoy a maximum relief 
from excessive errors and confusion and 
cross referencing. 


A NINE-DIGIT PART IDENTIFICATION 


With this preamble let us see what 
might be a reasonable approach to a parts 
identification system for our widget, foith- 
foinder and squishmaker manufacturer, 
assuming his basic product identification is 

-as previously supposed—something like 
this: Model WA = initial model widget. 
Model WX = 24th model widget. Model 
FB = foithfoinder Style B. Model SL = 
squishmaker Style L. We might then 
come up with a nine-digit part identifica- 
tion, the implications of which are shown 
in the illustration. 

(Continued on page 296) 


Specific product 
| 
Subclass or function 
| | 
| H . . 
Subclass—size or style 
| Drawing size, or key to how,detailed 
| ’ 
| | e “7 
| Material made of, or if subassembly 
Arbitrary identifications 
| | 
1 4 + 4 L 4 i-49-4 
os . - 
PART NO ar | a DD. .F 2 6-4 
t 7% t t Pr ee 
| | | 
One position here | Wherever possible these 
will suffice where numerals should be used 
product variations to express some quan- 
are not wide. titative characteristic of 
the part. Two digits 
may sometimes be suf- 
ficient. 
For mfgr. of simple prod- , 
= tes P could indicate “pressed, drawn or spun 
ee er eee | from flat stock,’ D could indicate “die cast- 
digits may be unneces- a cae 
sary. ing etc. 
If no drawing is involved, this digit could indicate: 
S standard specification list, or T = tool or jig, 
or V vendor’s catalog reference, etc. 
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Push-Button 


Expense Distribution 


Munro Corbin 


ETHODS, highlighted with a feature on 
M accounts payable that we refer to as 
“push-button distribution,” have provided 
our extensive operations with rapid, sim- 
ple, accurate and economical accounting 
operations. Benefits of these methods in- 
clude: 


1. Standardized system and equipment 
for our divisions located throughout the 
United States and Canada. 

2. Automatic accounts payable distribu- 
tion totals for major account classifica- 
tions. This gives us an immediate over-all 
picture of accounts payable activity and 
eliminates the time-consuming, expensive 
job of rehandling vendors’ invoices. 

3. As expense detail ledgers are deb- 
ited, the expense control account is “‘push- 
button” selected and posted by one entry 
of the amount. 

4, Balance and proof totals are an auto- 
matic by-product of posting. 





5. The equipment used for accounts 
payable is also used for the following ap- 
plications: A monthly analysis report, 
showing inventory price variance; sales 
distribution ledgers, showing selling price, 
and standard cost; payroll with the check, 
statement, earnings ledger and payroll 
journal completed in the same operation 
and the preparation of governmental re- 
ports 941 and W-2; and a monthly manu- 
facturing report that shows expenses by 
classifications and totals for each depart- 
ment. 


Rockwell Manufacturing Company con- 
sists of some 17 operating divisions that 
produce a wide variety of products for 
about 27 different major markets. Some of 
Rockwell’s better-known products are 
power tools for home, school, and indus- 
try and taximeters which are used in about 
80 per cent of this nation’s metered taxi- 
cabs. Rockwell also produces lubricated 


MUNRO CORBIN (left), controller of the Rockwell Manufactur- 
ing Company, Pittsburgh, Pa., and JACK FARRELL, assistant 
controller, plan methods that are simple, fast and automatic. 
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plug valves, gas meters, gas regulators and 
petroleum, chemical and liquid meters of 
all kinds. 

Sales records during the past ten years 
show $26 million net sales in 1945 against 
$83 million in 1955. A recent two-part 
business serial in the New York Times 
featured Rockwell as one of the leaders jp 
the trend toward industrial diversification, 

Company growth, particularly in acqui- 
sition of operating divisions located far 
from the head offices in Pittsburgh, de- 
manded that we maintain efficient account. 
ing methods in each division. It was essen- 
tial that we obtain figure information on 
each division’s activity and that we have 
this information up-to-date for manage. 
ment. 

After considerable study and planning 
this aim was achieved by developing meth- 
ods based on the operations of a 19-total 
Burroughs Sensimatic Accounting Ma- 
chine. Though the system was worked out 
at the head offices, many valuable ideas 
were contributed by personnel in the di- 
visions. 

Although the advantages of the over-all 
system show up in the handling of pay- 
roll, sales distribution and other work 
mentioned previously, the most significant 
accomplishment has been in accounts pay- 
able and expense distribution, which calls 
for “register selection” on the accounting 
machine and produces our push-button 
distribution. 


Briefly this is how the accounts payable | 


system works: 

Vendors’ invoices are first matched with 
receiving reports and purchase orders, then 
audited as to extensions, terms, etc. As 
part of this preliminary operation, dis- 
counts are figured and written on the face 
of the invoice, because invoices are vouch- 
ered ‘‘net.” 

Invoices are then listed on an adding 
machine tape to establish a gross total. 
Each invoice is then assigned a vendor 
code number, and register number, then 
rubber-stamped for writing in expense dis- 
tribution account numbers and amounts. 
These rapid, simple steps provide all sub- 
sequent information for reference. 

The Sensimatic operator then posts the 
voucher part of a voucher check. This 
merely involves picking up the previous 
balance due to the vendor, selecting and 
touching the proper register key, entering 
the invoice amount and deductions or dis- 
counts. This information, together with 
the date and new balance due the vendor, 
is printed on the voucher and a voucher 
journal that is provided as a by-product of 
the operation. 

A second pick-up of the old balance 
prints on the journal, together with the 
amount of the invoice, and proves the ac- 
curacy of the posting. Should the operator 
have indexed a wrong key, the error 
would show up here. 

After all invoices have been vouchered, 
the machine is cleared and posting totals 
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Accounts payable methods at Rock- Rockwau M Company 
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ate printed on the journal. This again 
proves the value of push-button distribu- 
tion, for the totals automatically give us 
the dollar values of: (1) intercompany, 
(2) interdivision and (3) vendor invoice 
amounts. For each of these three classes, 
we further receive a breakdown between 
gtoss invoice amount, deductions, dis- 
counts, and net amount payable. Small 
italicized register numbers identify each 
total. 

At this point the gross total on the 
voucher journal is checked to agree with 
the total of the pre-listed adding machine 
tape. This not only verifies posting ac- 
curacy but also shows that each invoice has 
been vouchered. 

Vouchers are filed by due date, and in- 
Voices are held for detail posting to ex- 
pense distribution ledgers, inventory ac- 
counts, and miscellaneous general ledger 
accounts, 

On expense ledgers, the machine opera- 
tor merely picks up the old balance, in- 
dexes the reference information from the 
invoice, including the register key, and 


enters the amount. This information plus 
the date and new balance are arseet on 
the ledger. A second pick-up of the old 
balance proves the posting is accurate. 

A journal is again provided as a by- 
product to posting. At the end of an ex- 
pense distribution ledger run, the totals, 
again identified by italicized numbers, are 
printed on the journal. 

Inventory accounts provide an analysis 
of invoices by product with commodity 
identification within each product class. 
Key information shows the standard cost, 
actual cost and variance. 

In posting inventory accounts, the Sen- 
simatic operator prints on the journal the 
old balances of standard cost, actual cost 
and variance. This results in an “00” figure 
appearing on the journal and shows that 
the old balance data for determining the 
new balance have been correctly entered 
into the machine. 

The operator then indexes reference 


numbers, the standard cost and actual cost. 
These figures, together with the date and 
to-date standard cost, actual cost and vari- 
ance, are printed on the account ledger. 

After posting of inventory accounts, the 
current day’s standard, actual and variance 
are printed on the journal. 

Miscellaneous general ledger accounts 
are posted by the same procedures as ex- 
pense distribution ledgers, except for the 
register keys. 

The over-all job of accounts payable 
and distribution posting is balanced by 
checking the totals of expense ledgers plus 
inventory accounts plus miscellaneous 
general ledger accounts against the totals 
on the voucher journal. 

Although our methods may not be auto- 
mation’s ultimate answer to accounting 
techniques, we feel that our push-button 
distribution is today’s solution to our 
problems and definitely is a step in the 
right direction. 
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NEW CONCEPTS FOR 





State Accounting and Auditing in wunors 


Lloyd Morey 


During the incumbency of Orville E. Hodge as elected 
Auditor of Public Accounts of the state of Illinois nearly $1 
million was fraudulently disbursed from the state’s treasury. 
Upon Hodge’s resignation in July 1956, Dr. Morey, certr- 
fied public accountant, long-time comptroller and now presi- 
dent emeritus of the University of Illinois, was appointed 
to the office for the unexpired term. What he found and 
how he set about to correct the situation ave briefly described 
in this article digested from a talk before the Chicago Con- 
trol of Controllers Institute. This discussion is not so much 
on the destructive side of what has happened, since that has 
been abundantly covered in the press; but, on the contrary, 1s 
on the more constructive side—what lessons can be learned 
from this debacle, why it happened, and how to best prevent 


a vecurrence. 





HE STATE GOVERNMENT Of II linois does 

not have an over-all system of account- 
ing and financial reporting that is worthy 
of the name. The system is not unified, 
and at no point is all the information 
needed for a full report of the finances of 
the state brought together at one place. 
No general ledger exists for the state as a 
whole, no state balance sheet is possible. 
Accounts kept by the different agencies 
vary from excellent to fair. No compre- 
hensive code of standards or principles ex- 
ists to which such accounts must conform. 
Financial reports that are issued cover only 
certain areas of information without co- 
ordination. 

The Auditor of Public Accounts keeps 
accounts of revenues received and depos- 
ited with the Treasurer; accounts of funds 
and appropriations on a cash basis, not in- 
cluding obligations; accounts of bonds 
outstanding; and accounts of property 
owned by the state. Each group of ac- 
counts is separate, and there is no general 
ledger control. The Auditor sends to all 
departments monthly statements of their 
appropriations and requests confirmation. 








The state Treasurer keeps accounts of 
appropriations and funds duplicating the 
accounts of the Auditor. The accounts of 
the two offices are continually reconciled, 
but there is unnecessary duplication. 

The Department of Finance maintains 
complete appropriation accounts on an al- 
lotment and obligation basis for all de- 
partments under the Governor and sends 
monthly copies or summaries of the ac- 
counts to the various departments. Most 
of the departments also keep their own ac- 
counts and in many instances there is fur- 
ther duplication in the various institutions 
and divisions of departments. The depart- 
mental and agency accounts duplicate the 
central accounts of Finance and are more 
up to date than the latter. Much time is 
required in reconciliation of these various 
systems. The Finance Department pays 
little attention to the accounts or methods 
of the various departments, depending on 
its own review of individual vouchers and 
requisitions and its own accounts for in- 
formation about the various operations. 

The state’s auditing procedures also 
have many open ends. There are illogical 
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combinations of responsibility and an in- 
complete program as indicated by the fol- 
lowing outline, showing points of weak- 
ness in the laws governing accounting, 
auditing and management of the Illinois 
state government: 


1. Undue reliance on centralized _pre- 
audit in which every item of expenditure 
was supposedly subjected to thorough te- 
view by a central fiscal office, the Auditor's 
office, but which became impossible be- 
yond a perfunctory check because of vol- 
ume. (This pre-audit by the Auditor of 
Public Accounts is a constitutional provi- 
sion. ) 

2. Unnecessary duplication in disburs- 
ing procedure between the offices of Audi- 
tor and Treasurer, without making either 
office a true check on the other. (A con- 
stitutional provision. ) 

3. Combination of functions of central- 
ized pre-audit, disbursing, accounting, and 
post-audit in the Auditor’s office with the 
addition of property control for all state 
agencies and the supervision of financial 
institutions. 

4. Failure to include a substantial part 
of the state’s financial operations within 
the over-view of a staff agency responsible 
to the state’s chief executive, the Depart- 
ment of Finance. 

5. Failure to tie back the post-audit 
procedure to the General Assembly, the 
appropriating body. 

6. Failure to provide for any kind of 
audit of the Auditor’s office, which was 
charged with disbursing, accounting, pre- 
audit, and post-audit of all other state ac- 
tivities. 

7. Failure to provide adequate stand- 
ards by law for purchasing and contracting 
to which all state agencies would be 
bound. 

8. Combination of state financial func- 
tions and examinations of private finan- 
cial institutions under one office, the State 
Auditor. 

9. Failure to apply equal standards of 
merit and personnel administration gen- 
erally applicable in state government to 

(Continued on page 282) 
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PHOTOGRAPHS MEAN 


LOOK INTO THE MOST COMPLETE 


Whatever your type of business FILM-A-RECORD Microfilm 
is the swiftest most practical way of achieving streamlined 
efficiency in handling records. 

Everyday, more and more business organizations of 
every type and size are discovering that microfilming pays 
in all kinds of ways...pays by protecting vital records... 
reducing insurance rates...speeding reference... providing 
duplicate copies promptly and accurately...and saving 
up to 99% of filing space. 

FILM-A-RECORD is microfilming with a difference because 
FILM-A-RECORD is systemized microfilming. The applica- 
tion of systemized microfilming will bring to a minimum 
the cost of your records maintenance. Look into the most 
complete microfilming system available — FILM-A-RECORD. 


BIG 


SAVINGS 


MICROFILM SYSTEM AVAILABLE... 


TRADEMARK 
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DIVISION OF SPERRY RAND CORPORATION 
Room 1611, 315 Fourth Avenue, New York 10, N. Y. 


| want more information on FILM-A-RECORD for records 
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the two major financial offices, state Au- 
ditor and state Treasurer. 

10. Lack of a proper combination of re- 
sponsibility with commensurate authority 
for pre-audit and financial management 
and comprehensive accountability on the 
part of the officers to whom appropriations 
were made. 

11. Undue accounting detail in central 
Finance office, leading to unnecessary du- 
plication of records. 


In the short time I had at my disposal, I 
endeavored to strengthen and improve 
these conditions to the fullest extent pos- 
sible. The following items, taken from a 
much longer list of changes and improve- 
ments, will be self-explanatory as to indi- 
cating the weaknesses in accounting and 
auditing which they were intended to cor- 
rect: 


1. Organized office functionally into 
divisions each with a responsible head and 
assistant, including three new experienced 
CPA’s, each assuming responsibility for 
an important area of accounting or audit- 
ing. 

2. Carried out a Personnel Survey of all 
positions and all employes. 

3. Evaluated and realigned all employes 
and accepted resignations to reduce staff 
to a working basis. 

4. Made new appointments only after 
evaluations and recommendations by divi- 
sion heads. 

5. Arranged for competent audit at be- 
ginning of term to establish my accounta- 
bility. 

6. Requested Budgetary Commission to 
appoint a firm of CPA’s to audit and re- 
port on the accounts of the Auditor. 

7. Set up centralized control of pur- 
chases and contracts of the office and out- 
standing obligations, monthly report of 





status of all office appropriations and 
placed responsibility in division heads for 
their divisional operations. 

8. Placed purchases of all supplies and 
equipment on competitive basis as far as 
practicable. 

9. Fixed responsibility for control of 
vouchers and warrants and access thereto. 

10. Completed codification of the en- 
tire accounting structure of the state to 
serve all purposes. 

11. Brought up to date all reports re- 
quired of Auditor by constitution or stat- 
utes. 

12. Inaugurated system of quarterly 
published reports of expenditures of legis- 
lative appropriations of all departments. 

13. Sent monthly to all agencies state- 
ments of balances in all appropriations as 
shown by Auditor’s office with request for 
verification of balances. 

14. Introduced standard invoice-voucher 
form for all departments and uniform 
forms of certification for vouchers. 

15. Instituted new procedure for bill- 
ing and collections and improved controls 
of same. 


Additional improvements are being 
made under the administration of my suc- 
cessor, Elbert S. Smith. But these are not 
and will not be enough: what can be done 
is limited by existing laws and many weak- 
nesses can be corrected only by changes in 
the laws or perhaps the state constitution. 

At the request of the Governor, the II- 
linois Budgetary Commission asked for 
an intensive study and recommendations 
which would cure weaknesses and 
strengthen controls. A proposed plan was 
compiled of fiscal reorganization of the 
state which was presented to the Budgetary 
Commission. The basic recommendations 


ATTENTION: BANK CONTROLLERS 


Six factors that deserve the attention of controllers of 
banks, in the opinion of Harry V. Keefe, Jr., partner in 
Tucker Anthony & R. L. Day of Hartford, Conn., as pre- 
sented at the Banking and Investment session of the 25th 
Annual National Conference of Controllers Institute, are: 


1. Every bank should publish a quarterly statement of 


operating earnings; 


2. Current earnings should not be distorted by nonrecur- 


ring items; 
3. No hidden reserves; 


4. There should be a complete reconciliation of surplus 


and undivided profits; 


5. The method of valuing fixed assets should be clearly 


defined, and 


6. Complete disclosure of security portfolio showing each 
holding as well as market vs. book. 








THE CONTROLLER..... Sane. 


Nie gue a ik ah haan ad JUNE 1957 





282 


relating to fiscal management and contro] 
are: 


1. Hold each state agency head respon. 
sible for the financial management of his 
own agency, subject to over-view by the 
Department of Finance. 

2. Create qualified technical staffs in 
both the Department of Finance and the 
Budgetary Commission for a critical re. 
view of agency budget requests. 

3. Give the Department of Finance 
general jurisdiction over the financial man- 
agement of all state agencies, excluding 
only legislative, judicial, and corporate 
bodies (to avoid conflicts of authority). 

4. Strengthen procurement require. 
ments by extending the principle of com- 
petitive bidding to contracts and purchases 
of all state officers and agencies. 

5. Centralize receiving, disbursing, and 
accounting for funds and appropriations 
in the state Treasurer to eliminate present 
duplication of procedures and records of 
the Auditor and Treasurer. 

6. Create an Auditor General, responsi- 
ble to a joint legislative committee, to post- 
audit every state agency regularly and re- 
port to the legislature. 

7. Transfer supervision of banks, sav- 
ings and loan associations, and other fi- 
nancial institutions to a new Department 
of Financial Institution Examinations, 
headed by an appointed director. 


Our report was presented to the Budge- 
tary Commission and the Commission pre- 
sented it to and discussed it with the Gov- 
ernor. The Governor's reception was 
broadly favorable and he included several 
of the proposals in his inaugural message. 
Members of the General Assembly have 
now received the report and bills are grad- 
ually being introduced to implement many 
of the recommendations. There is much 
agreement in broad principle on the basic 
features of this program. This is very en- 
couraging and leads to optimism that a 
substantial part of the program will be 
enacted before adjournment in June 1957. 

The end product sought in the adoption 
of these standards is the injection of a new 
sense of responsible administration into 
both the elective and appointive officers of 
the state, with resulting increases in effi- 
ciency and economy. Professional adminis- 
trators devoted to objective principles of 
good management graduate each year from 
the state’s universities and colleges and 
under the program advocated here would 
be encouraged to enter state employment 
while those seeking subordinate posts 
would include more persons of profes- 
sional training and competence. 





RELATED READING 


Freeman, Roger A., “State of Washington,” 
THE CONTROLLER, December 1952, pp. 558- 
560. Advocating contributions of time by 
controllers “for our states to get better fiscal 
management, intelligent budgeting, strict ex- 
penditure control, cost-conscious operation 0 
public institutions, and efficient tax adminis- 
tration.” 
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HIGHLIGHT of the Western Conference 
A of Controllers Institute was a mar- 
keting workshop held on April 26. Other 
program events of great interest to those 
attending were a session on operations 
research and a discussion of the free mar- 
ket place versus a controlled economy. 

The Conference, sponsored by the San 
Francisco Control was held at the St. Fran- 
cis Hotel, April 25-27. Wilson K. Minor, 
comptroller, Standard Oil Company of 
California, San Francisco, was the general 
chairman while the vice chairman was 
Stanley B. Murray, controller, M. J. B. 
Company, San Francisco. 


MONEY, CREDIT AND FREE ENTERPRISE 

Addressing the opening session, A. H. 
Brawner, chairman of the board, Federal 
Reserve Bank, twelfth district, and chair- 
man of the board, W. P. Fuller & Co., 
San Francisco, outlined briefly the organi- 
zation and activities of the Federal Re- 
serve system and stated the objectives of 
monetary policy and described what has 
been done to achieve these objectives dur- 
ing the past year. 

“Simply stated,” he said, “the basic 
objectives of monetary policy are to con- 
trol the money supply so as to encourage 
ahigh level of employment and to main- 
tain the purchasing power of the dollar. 
The attainment of the first of these ob- 
jectives is dependent basically upon the 
volume of spending by business, consum- 
ets, and governmental units that is sufh- 
cient to provide a high level of employ- 
ment. Spending is financed from three 
sources: current income, savings and 
credit.” 

In discussing the economic situation of 
the past year, Mr. Brawner noted that in 
1956 our total output of goods and serv- 
ices amounted to $412 billion, the highest 
level on record. This represented an in- 
crease of $21 billion from 1955, about 
half of which reflected higher prices 
tather than an increase in physical output. 
During most of the year many of our 
major industries were running at virtual 
capacity, which meant that our productive 
fesources were being strained to satisfy 
current demand. Moreover, Mr. Brawner 
continued, total demand was being fi- 


nanced to a considerable extent by the use 
of credit. 

“These various demands for long-term 
funds outran the supply of such funds 
from savings and caused interest rates to 
rise. Under these circumstances, had the 
Federal Reserve system permitted bank 
credit to expand freely the increase in 
total money spending would have consid- 
erably outstripped our ability to increase 
goods and services and prices would have 
risen even more than they did under the 
restraining influence of monetary policy. 

“In order to prevent an excessive ex- 
pansion of bank credit, the Federal Re- 
serve Banks raised their discount rates 
during 1956. Through open market oper- 
ations the level of total reserves of mem- 
ber banks was held down to restrain 





CONTROL OFFICERS AND DIRECTORS MEETING 
held during the Conference. Seated (left around 
the table) Edwin W. Benson, director, Fortland 
Control; Vernon L. Thomas, secretary-treasurer, 
Portland Controi; Robert N. Wallis, chairman of 
the Board of Controllers Institute, Boston Control; 
Dudley E. Browne, president, Controllers Institute, 
Los Angeles Control; Harold K. Merrill, president, 
Portland Control; Fred H. Brown (presiding), vice 
president, Region X and member national Board of 
Directors, CIA, Los Angeles Control; Paul Haase, 
managing director, Controllers Institute; Wilson K. 





Marketing, Operations Research and Credit 
Discussed at Controllers Western Conference 


banks from fulfilling all the credit de- 
mands being made upon them. Moreover, 
in the capital markets the rise in effective - 
interest rates discouraged some potential 
borrowers from going ahead with their 
plans. 

“As a result of these monetary re- 
straints, the active money supply increased 
only slightly during the year. The rate of 
use of the money supply increased sub- 
stantially, however, as individuals and 
business firms made more intensive use 
of the funds they had on hand. Hence, the 
quantity of money times its velocity rose 
enough during the year to stimulate a rise 
in prices along with the increase in physi- 
cal output that occurred.” 

Mr. Brawner concluded by stating that 
there seems to be rather a general agree- 


Minor, general chairman, Conference, San Fran- 
cisco Control; Merle L. Hartley, president, Phoenix 
Control; Duncan |. McFadden, first vice president, 
San Francisco Control. 

Standing (left to right) Stanley B. Murray, presi- 
dent, San Francisco Control; James L. Peirce, mem- 
ber national Advisory Council, Chicago Control; 
Donald P. Jones, member national Board ot Direc- 
tors, Philadelphia Control; Fred W. Mill, Los An- 
geles Control; Wilbur R. Andreson, president, Los 
Angeles Control; Noble E. Boyce, president, Seattle 
Control. 





Week COUTRCMLER........... «0-000. 


Pe ee (hy JUNE 1957 





283 











ment that so far this year business activ- 
ity has leveled off. The boom; he noted, 
has lost much of its steam but the broad 
measures of economic activity, such as 
employment, industrial production, and 
personal income, have shown no declines. 
Although there are some prophets of 
doom or at least recession, he said, the 
available data have not yet given clear 
support to their contentions. The more 
common view appears to be that business 
activity has leveled off. 


MARKETING WORKSHOP 

The San Francisco Control, which has 
been conducting two management work- 
shops each year, planned the second one 
for the year 1956-57 to coincide with the 
Conference which it was sponsoring. For 
1956-57, the subject for the management 
workshop was marketing. The marketing 
workshop began with a luncheon speaker, 
Fred Manchee, vice president of Batten, 
Barton, Durstine & Osborn, New York, 
and continued in the afternoon with Cur- 
tis Rogers, executive vice president, Mar- 
ket Research Corporation of America, 
New York; Oliver E. Seegelken, general 
sales director, California Packing Corpo- 
ration, San Francisco, and Jack Klein, 
president, the Klein Institute for Aptitude 
Testing, New York. 

Mr. Manchee told the luncheon group, 
in discussing the techniques of measuring 
advertising effectiveness, that the function 
of research in advertising breaks down 
into five separate areas: market, motiva- 
tion, copy, media, and measurement. Mr. 
Manchee discussed all the areas of research 
and concluded that in market research the 
techniques are far ahead of the use being 
made of them, but that in motivation re- 
search the tendency has been to consider it 
as a panacea for all problems. The tech- 
niques in copy research, he said, are well 


TRUSTEES CONTROLLERSHIP FOUNDATION at 
luncheon held during the Conference. (Left to 
right) Charles Z. Meyer, Chicago; Robert N. Wal- 
lis, Boston; James L. Peirce, Chicago; Robert L. 
Dickson, vice president Foundation, Newark; Har- 





developed and used while for media te- 
search more information will be needed. 

In discussing the measurement of re- 
sults, Mr. Manchee commented on the 
widely publicized television and radio rat- 
ings and said that while much has been 
done there is still much more to be done. 
The Advertising Research Foundation, he 
noted, performed a noteworthy service 
when it issued a report called “Recom- 
mended Standards for Radio and Tele- 
vision Program Audience Size Measure- 
ments” because the report set up 22 
standards for measuring broadcast audi- 
ences and then examined 10 methods cur- 
rently in use for rating radio and tele- 
vision programs. This study, Mr. Manchee 
feels, is important in that the industry now 
has practical standards to discuss. 

On the question of color TV, the 
speaker said that in homes with color TV 
the program reached 53 per cent of the 
homes compared to 31 per cent of the 
black and white homes. Color seems to 
increase product recall and, it is indi- 
cated, color TV owners are more inclined 
to buy the products they see advertised. 

Mr. Manchee concluded by saying that 
while brains in research techniques in ad- 
vertising are available there is still a lack 
of money and that the measurement of 
the effectiveness of a network TV pro- 
gram or copy theme in which millions of 
dollars are invested ranks in importance 
with other corporate investments. 

The measurement of consumer pur- 
chases, according to Curtis Rogers, execu- 
tive vice president, Market Research Cor- 
poration of America, New York, is assum- 
ing an increasingly important role. It is a 
logical result of changes that are occurring 
in our living habits, our marketing struc- 
ture and in our markets themselves. Some 
of the important changes pointed out by 
Mr. Rogers included the rapidly growing 
markets in terms of personnel with the 





old A. Ketchum, president Foundation, Newark; 
Paul Haase, secretary and administrative director 
Foundation, New York; Donald P. Jones, Philadel- 
phia; Dudley E. Browne, Los Angeles; C. R. Fay, 
Pittsburgh; and Wilson K. Minor, San Francisco. 
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additional buying units. He also noted 
that the growing economy gives more per- 
sonal income and also a much better dis. 
tributed income—the greatest increase has 
come from the great and growing middle. 
income group earning $4000 to $7500 
annually. 

“Our national pattern of living,” he 
said, “is changing faster and more radi- 
cally than in any period of our national 
history. Today, more than ever, these fun- 
damental changes in living habits are 
constantly opening unknown areas of mar- 
keting so that the basic purpose of all 
marketing research is to reduce the areas 
of uncertainty, estimate and guesswork in 
all marketing operations.” 

Mr. Rogers told the group about the 
National Consumer Panel, established by 
his company in 1941 to provide weekly 
reports reflecting the purchases of all fam- 
ilies in the United States. These reports, 
he noted, provide not only a measurement 
of actual volume, but also a wealth of ad- 
ditional information about family char- 
acteristics, brand loyalty, price-demand re- 
lationships, and market potentials. 

The measurement of sales accomplish- 
ment against sales expectancy was dis- 
cussed by Ross Yerby, director of mer- 
chandising, California Packing Corpora- 
tion, San Francisco. Mr. Yerby noted that 
his company has tried to get to the mean- 
ing of long series of sales digits so that 
they will have a concrete meaning for 
their brokers and sales personnel. He gave 
examples as to how this had been accom- 
plished to the satisfaction of his com- 
pany and of its buyers. 

Mr. Yerby pointed out that while actual 
sales may be stimulated and encouraged 
from the home office the people at the 
point of sale are the most important. He 
noted that many factors would determine 
whether or not a sale was made. Included 
among these factors were: availability— 
the product must be where the customer 
needs it at the right time; accessibility— 
the product must be within reach of the 
customer, preferably between 15 and 65 
inches from the floor; visibility—the 
greater the exposure of your brand com- 
pared to competition, the greater your 
sales; price—the price leader in a field 
can command a certain premium over 
competition. 

Calpak measures performance of its 
sales office on a number of bases, three 
of the principal of which are: how well 
a sales unit is doing with relation to what 
it has to do; then its volume; and finally 
how much it costs to get volume. Calpak, 
noted Mr. Yerby, sets up a sales budget 
based on population, food store sales, and 
magazine circulation. The last item is in- 
cluded because magazine circulations are 
extremely sensitive to economic condi- 
tions. The weighing given by Calpak to 
each of these three items is kept secret. 

In discussing trading stamps, Mr. Yerby 

(Continued on page 302) 
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The basic unit 


in your 


automatic office 


@ At the heart and base of automatic figure-work in the 
modern office is the Friden Calculator. And here it will be 
always...indispensable equipment for every kind and size 
of business...the essential programmer in many IDP sys- 
tems. Watch this brilliant, fully automatic Calculator deliver 
near instantaneous answers at the touch of a key. See how 
completely it takes over everyday statistical work for pay- 
roll, invoicing, inventory, sales analysis, all the figuring 
you do. Can be operated by anyone with the simplest in- 
struction. Many models, sizes, prices. Invite in the Friden 
Man to show you! 


So unique in its field is the fully automatic Friden Calculator that 
it is called The Thinking Machine Of American Business 

The reason is: Exclusive features enable the Friden to perform 

more steps in figure-work without operator decisions than any 


other calculating machine ever developed! 


rriden 


brings you an automatic office 


Commercial Controls Corporation, Rochester, N. Y., Subsidiary 


©Friden Calculating Machine Co., Inc., San Leandro, Calif. 
—sales, instruction, service throughout U.S. and world. 
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Post Office Tries Automation 

The first push-button mail sorting machine in the U. S. 
has been tested successfully. The Transorma, a Dutch 
machine, is one of several being tested or developed for 
possible use in speeding the mail. In the Transorma, the men 
sit atop the machine and letters are fed automatically before 
their keyboards; the operator looks at the address and pushes 
a combination of keys to send the letter to the proper chute. 
The letter drops into a box on a conveyor and when it arrives 
over the right chute the box is automatically tripped open. 


States’ Debt at Peak 

The 48 state governments, according to the Census 
Bureau, spent $468 million more than their revenues during 
the 1956 fiscal year. The deficit spending brought the total 
debt to a record $12.9 billion. According to the Bureau, the 
states spent more on education last year than for any other 
function. 


Sick Pay 

Under certain conditions, a disability pension may con- 
stitute excludable ‘“‘sick pay” under Section 105 (d) of the 
1954 Code, even though the taxpayer is gainfully employed 
in another occupation. 


Spin-off Ruling Clarified 

An explanatory statement contained in Rev. Rul. 56-450, 
with respect to a “spin-off” of a controlled corporation under 
section 355 of the 1954 Code, is clarified and will be re- 
flected in the Revenue Ruling when it appears in the Cumu- 
lative Bulletin, 1956—2. 


Bond Transactions 

Rev. Rul. 57-167 concerns the method of determining 
net gains or losses from transactions in bonds held for invest- 
ment by banks which are members of an affiliated group 
filing consolidated returns. 


Corporate Taxes 
The present normal corporate tax rate has been extended, 
under Public Law 85-12, for 15 months to July 1, 1958. 
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Foreign Aid 

The United States has sent more than $62 billion in 
foreign aid overseas since July 1, 1945. The total represents 
an outlay of about $364 for every man, woman and child in 
the country; it also represents spending over $14 million a 
day every day of the year for the last 12 years. 


Company Paid Premiums 

The Tax Court has handed down a decision that may affect 
the accepted practice of insuring a controlling stockholder 
and, on his death, having the corporation buy his shares from 
his heirs. In the case at issue, two brothers together owned 
all the stock in their company and each insured his life, nam- 
ing the company as beneficiary but giving the brother the 
right to change the beneficiary; the company paid the pre- 
miums. The corporation did not deduct the premiums from 
income as business expense and the brothers did not report 
the premiums paid as income. The Commissioner of Internal 
Revenue thought that they should have done so and this view 
was upheld by the Tax Court. 


Labor Charges 

The Supreme Court has ruled that the NLRB must con- 
sider unfair labor practice charges filed against a labor 
union by the employes who work for it. 


Machine Tools 

A special interagency study group has recommended 
changes that would streamline and standardize the pro- 
cedures the Government uses in renting its machine tools to 
private firms, including rents charged. 


Procurement Review 

A governmental task force, consisting of members from 
the principal procurement agencies as well as Small Business 
Administration, Bureau of the Budget, and General Ac- 
counting Office, is undertaking a comprehensive review of 
government procurement policies and procedures to de- 
termine what change should be introduced to make it easier 
for concerns, especially small business, to share in govern- 
ment procurement contracts. 

Suggestions for remedial action should be addressed to the 
Task Force for Review of Government Procurement Policies 
and Procedures, General Services Building, Washington 25, 
a< 


Employes’ Trust 

Rev. Rul. 57-165 concerns the effect upon the funding of 
employes’ benefits and the limitations on an employer's con- 
tributions under a qualified employes’ trust when assets of 
the trust are transferred to a collective investment fund. 


Union Investments 

The ILGWU has invested another $10 million in mott- 
gage loans to build homes at air force bases. This investment 
brings its total of government-insured mortgages to nearly 
$55 million. —BEN JAMIN R. MAKELA 
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Short cuts with Recordak Microfilming 


Latest report on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 


NEW CONVENIENCE FOR 
CUSTOMERS ANNOUNCED BY 
WESTERN UNION PRESIDENT 


New York, N.Y. 


Mr. W. P. Marshall, President of the Western 
Union Telegraph Company, revealed that the com- 
pany is now using Recordak Microfilmers to photo- 
graph its customers’ telegrams in 56 major cities. 

This move lets Western Union return the original 
telegrams with its monthly bills —a great con- 
venience for customers. It frees them from keeping 
a bulky verification file of all messages sent. 
Charges can be checked immediately. Questions 
about bills are reduced better than 80%. 

At the same time, Western Union gets out its 
bills in half the time formerly spent. 

Since the original telegrams go out to the cus- 
tomer, there’s no need for the billing clerk to post 
the date and destination of each wire on the bill. 
She simply lists the charge with one hand, and 
with the other feeds the telegram into a Recordak 
Reliant Microfilmer. 

This simple operation gives Western Union 
accounting centers photographically accurate 
records—in alphabetical and chronological order— 
which are filed in 2% of the space required before. 








Mr. W. P. Marshall, President, The Western Union Telegraph Co. 


Films can be checked in a Recordak Film Reader 
whenever needed—hours of searching saved. 
Regardless of your type of business or its size, 
you should read ‘‘Short Cuts that Save Millions.” 
Shows how Recordak Microfilming cuts costs not 
only in billing but also in your other daily routines. 


“‘Recordak”’ is a trademark 


=RECORDPK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming — 
now in its 30th year 





- «MAIL COUPON TODAY..--& 

* RECORDAK CORPORATION 

* 415 Madison Avenue, New York 17, N.Y. 
Gentlemen: Please send free copy of V4 

“Short Cuts that Save Millions.” 
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AMES L. PEIRCE, vice president and con- 
troller of A. B. Dick Company, Chi- 
cago, Illinois, was unanimously elected 
president of Controllers Institute for 1957- 
1958, effective September 1, at a meeting 
of the national Board of Directors in 
Rochester, N. Y., on May 16. 

The president-elect, who has been ac- 
tive in the Institute since 1941, served as 
president of the Chicago Control, 1950-51; 
as a national director, 1953-56; as vice 
president of Region VIII, 1954-55; and 
is now a trustee of Controllership Founda- 
tion, research arm of Controllers Institute. 
He served as chairman of the national 
Planning Committee, 1952-53; of the na- 
tional Executive Committee, 1954-55; and 
of the Second Joint Committee on Long- 
Range Research Objectives, 1956-57. 





President 
James L. Peirce, A. B. Dick Company, Chicago, II]. 























Treasurer 


Assistant Treasurer 


Paul Haase, National Headquarters, New York, N. Y. 


BOARD OF DIRECTORS 


Directors at Large 


REGION | 


James L. Peirce 
Elected President 
of Controllers Institute 


Chairman, Board of Directors 
Dudley E. Browne, Lockheed Aircraft Corporation, Burbank, California 


Victor L. Persbacker, American Brake Shoe Company, New York, N. Y. 


Secretary and Managing Director 


C. R. Fay, Pittsburgh Plate Glass Company, Pittsburgh, Pa. 
Robert N. Wallis, Dennison Manufacturing Company, Framingham, Mass. 


Eric L. Hamilton, Canadian Industries, Limited, Montreal, Quebec, Canada 
B. A. Johnson. NEGEA Service Corporation. Cambridge, Mass. 
George L. Todd, The Bullard Company, Bridgeport, Conn. 


Mr. Peirce, a graduate of Northwestern 
University, 1930, spent three years with 
the Union Trust Company, Chicago, and 
several years in the comptroller’s depart- 
ment of the Celotex Company, of the same 
city, before joining A. B. Dick Company 
in 1934 as an assistant to the office man- 
ager and in 1936 became tax accountant 
on the staff of the controller. He was made 
assistant controller in 1941; controller in 
1947 ; and vice president and controller in 
1951. 

Readers of THE CONTROLLER are fa- 
miliar with the writings of the new presi- 
dent through the series of articles on the 
various phases of controllership published 
annually since 1952: “The Controllership 
Function: A Modern Concept (Sept. 
1952); “Controllership and Accounting: 


_ OFFICERS AND DIRECTORS OF CONTROLLERS 


1957-1958 


















A Contrast’’ (Sept. 1953) ; “The Planning 
and Control Concept” (Sept. 1954); 
“Controllership Motivation’ (Aug. 
1955) ; and “Controllership and Cost Ac- 
counting” (Aug. 1956). 

Mr. Peirce has served as a member of 
the Planning Council of the Finance Di- 
vision of the American Management As- 
sociation and is a member of the National 
Association of Cost Accountants. He has 
addressed meetings of the National In- 
dustrial Conference Board, National Asso- 
ciation of Cost Accountants, National So- 
ciety for Business Budgeting and the 
American Management Association. 

He is a member of the Union League 
Club of Chicago; Alpha Kappa Psi Fra- 
ternity (professional in Commerce) and 
the Economic Club of Chicago. 


INSTITUTE | 





REGION II 


Charles H. Clifford, Albany Felt Company, Albany, N. Y. 






David F. Devine, Amer 
L. Keith Goodrich, Mc( 


Stuart W. McLaughlin, West Virginia Pulp and Paper Company, New York, N. Y. 


George E. Hallett, Tung- 


an Bosch Arma Corporation, Hempstead, N. Y. 
aw-Hill Publishing Company, Inc., New York, N. Y. 
Sol Electric Inc., Newark, New Jersey 

Warren M. Maule, Cosmopolitan Shipping Company, Inc., New York, N. Y. 


REGION III 


Donald P. Jones, Sun Oil Company, Philadelphia, Pa. 
Raymond G. Lochiel, Capital Airlines, Inc., Washington, D. C. 


Earl R. Uhlig, The Martin Company, Baltimore, Maryland 


REGION IV 


Edward H. Eaton, Pittsburgh Forgings Company, Coraopolis, Pa. 
J. H. Reid, Standard Paving & Materials Ltd., Toronto, Ontario, Canada 
James A. Trainor, Commercial Controls Corporation, Rochester, N. Y. 


(Regional vice presidents shown in italics) 


REGION V 


William C. Jones, Alabama By-Products Corporation, Birmingham, Alabama 
C. C. Lay, The Wheland Company, Chattanooga, Tennessee 


REGION VI 


Eugene P. Heiles, Surface Combustion Corporation, Toledo, Ohio 
John S. Sturgeon, The Magnavox Company, Fort Wayne, Indiana 


Roger A. Yoder, Detroit Steel Corporation, Detroit, Michigan 
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Dudley E. Browne 
Elected Chairman 


of the Board of Directors 


UDLEY EDWIN BROWNE, vice president 
for finance and controller of Lockheed 
Aircraft Corporation, Burbank, Califor- 
nia, was elected chairman of the national 
Board of Directors of the Institute for 
1957-1958 at a meeting of the national 
Board in Rochester, N. Y., on May 16. 
Mr. Browne, who has been active in the 
Institute at both local and national levels 
since 1938, rated the distinction of having 
the longest number of years of service as 
an Institute member at the time of taking 
office as national president of the Institute 
for 1956-57. With the exception of the In- 
stitute’s first president, Frank J. Carr, he, 
at 43, was the youngest person to be 
elected to the presidency. 
Mr. Browne served as president of the 
Los Angeles Control, 1946-47; as vice 





chairman, 1948-49, and chairman, 
1949-50, of the national Committee on 
Technical Information and Research; as a 
national director, 1951-54; and as a re- 
gional vice president (Region X), 
1952-53. In addition to the office of na- 
tional president in 1956-57, he was 
chairman of the Executive Committee and 
a trustee of Controllership Foundation. In 
1955 he was general chairman of the 24th 
Annual National Conference sponsored by 
the Los Angeles Control. 

After graduation from University of 
California at Los Angeles with a B.A. de- 
gree in Economics, Mr. Browne began his 
career with Arthur Young & Company and 
remained there until he joined Lockheed 
in 1937 as auditor. In 1939 he rose to chief 
accountant and in 1942 became controller 





REGION VII 


William B. Harrell, Louisville Tin and Stove Company, Louisville, Kentucky 
Edward M. Karrmann, American United Life Insurance Co., Indianapolis, Ind. 
E. W. Weston, The Weston Paper and Manufacturing Company, Dayton, Ohio 


REGION VIII 


Carl M. Blumenschein, Container Corporation of America, Chicago, Illinois 
L. E. Felton, Green Giant Company, LeSueur, Minnesota 

A. J. Mayer, Marshall & Ilsley Bank, Milwaukee, Wisconsin 

John W. D. Wright, International Harvester Company, Chicago, Illinois 


REGION IX 


L. W. Bennett, Sunray Mid-Continent Oil Company, Tulsa, Oklahoma 


Claiborne H. Johnson, Fleming & Sons, Inc., Dallas, Texas 
John C. Shea, Whitney National Bank of New Orleans, New Orleans, La. 


REGION X 


Fred H. Brown, Macco Corporation, Paramount, California 

Thomas Chambers, British Columbia Electric Company, Ltd., Vancouver, B. C. 
W. T. McGillivray, California Packing Corporation, San Francisco, California 
John 0. Yeasting, Boeing Airplane Company, Seattle, Washington 


HEADQUARTERS STAFF 
Managing Director 


Paul Haase 
Administrative Secretary 
Arthur H. Wiedeman 


Research Director—Controllership Foundation 


Herbert F. Klingman 








at the age of 29, the youngest officer in the 
company. In 1956 he was named vice pres- 
ident in charge of finance and controller. 

Mr. Browne is a member of the Califor- 
nia Society of Certified Public Account- 
ants, the National Association of Cost Ac- 
countants (former president, Los Angeles 
Chapter), American Institute of Account- 
ants, American Accounting Association, 
and Beta Gamma Sigma (honorary—com- 
merce and business administration). 

He serves on the Advisory Board of the 
International Accountants Society, Inc., 
and was a member of the Task Force on 
Budget and Accounting, Hoover Commis- 
sion, 1953-55. His report on this activity 
was published in the October 1955 issue 
of THE CONTROLLER. 


R. N. WALLIS NOW INSTITUTE DIRECTOR AT LARGE 


ROBERT N. WALLIS, vice president, 
treasurer, and a director of the Den- 
nison Manufacturing Company, Fram- 
ingham, Mass., was made a director 
at large of Controllers Institute at a 
meeting of the national Board, held 
in Rochester, N. Y., on May 16. 

Mr. Wallis who has been active in 
the Institute since 1943 served two 
terms each as treasurer and vice 
president and one as president of the 
Boston Control, 1944-49. In 1950 he 


was elected national director and vice president from Region 


I. He was general chairman of the 22nd Annual Meeting, 1953; 
chairman of the national Committee on Ethics and Eligibility 


Standards, 1953-55; and a member of the Joint Committee on 
Long-Range Research Objectives for Controllership Foundation, 
1952. He was national president of the Institute, 1955-56; 


chairman of the Board and a trustee of Controllership Foun- 
dation, 1956-57. He joined Dennison in 1925 as a cost account- 
ant; was transferred to the Market Research Division, 1930; 


Assistant Secretary 
Benjamin R. Makela 


and became manager of the Merchandise Design Division, 1937. 


He was elected assistant treasurer in 1939; a director in 1952; 
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treasurer in 1954; and vice president and treasurer, 1957. 
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STUART W. McLAUGHLIN 
Treasurer 


CONTROLLERS INSTITUTE OF AMERICA 


At the meeting of the national Board of Di- 
rectors of Controllers Institute held on May 
16, 1957 in Rochester, N. Y., the following 
officers were elected to serve as regional 
vice presidents beginning September 1, 1957. 


NEW REGIONAL VICE PRESIDENTS 


VICTOR L. PERSBACKER 
Assistant treasurer 





GEORGE L. TODD 
Region 1 


Oo ne 


ROGER A. YODER 
Region 6 





GEORGE E. HALLETT 
Region 2 





EDWARD M. KARRMANN 
Region 7 


DONALD P. JONES 
Region 3 





CARL M. BLUMENSCHE!IN 
Region 8 


Importance of Craftsmen 


The key role of the skilled craftsman 
as the ‘anchor man” on industry's tech- 
nological team is stressed in a new edu- 
cational aid booklet just published by 
the Education Department of the Na- 
tional Association of Manufacturers. 

Entitled “Your Opportunities in In- 
dustry as a Skilled Craftsman,” the 
pocket-sized 32-page booklet covers the 
scope, content and importance of ap- 
prentice training and cites the immedi- 
ate values of vocational-industrial and 
industrial arts training in helping a 
youngster get a head start on skill de- 
velopment. 

“There are no shortcuts in acquiring 
a skill,” the pamphlet points out. “You 
can’t acquire it simply by reading text- 
books or listening to lectures. It takes 
aptitude, courage, ambition, months of 
study, on-the-job training and related 
technical instruction. Is it worth it?” 


The pamphlet answers the question by 
quoting Dr. James Bryant Conant, for- 
mer president of Harvard University, 
who has said: “In the whole range of 
scientific and technological activities 
there is no substitute for a first-rate man. 
Ten second-rate men can’t replace him.” 

The booklet, profusely illustrated 
with photographs and drawings, de- 
scribes six vital craft specialities in de- 
tail: millwright, tool maker or die 
maker, maintenance electrician, all- 
round machinist, pattern maker and 
draftsman. It indicates how the student 
can best prepare himself for an appren- 
tice program while still in high school 
and points out the courses and special 
aptitudes required for skill develop- 
ment. 

Opportunities open to the skilled 
craftsman in metal working, electronics, 
automation and atomic energy are re- 
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EDWARD H. EATON 





L. W. BENNETT 


WILLIAM C. JONES 
Region 5 


Region 4 
Moulin 





W. T. McGILLIVRAY 
Region 10 


Region 9 


lated, along with special, individual 
projects which help the student meas- 
ure and determine his own qualifications 
for entry into the skilled trades. 

In the section entitled ‘Opportunities 
in Atomic Energy,” this booklet notes 
that ‘from three to six skilled craftsmen 
are needed for every scientist and engi- 
neer on the atomic energy team. Wood 
craftsmen, core makers, plumbers, 
steamfitters, welder, mechanics, glass 
blowers, electronics specialists are in 
growing demand to help set up atomic 
plants and in the machine shops asso- 
ciated with nuclear research.” 

This NAM educational aid booklet is 
the first of a series of two to be published 
expressly for junior and senior high school 
students, guidance counselors and librar- 
ies. The second in the series, which will 
be off the press soon, is entitled “Your Op- 
portunities in Industry as a Technician.” 

Both can be obtained by writing to 
the Education Department, National 
Association of Manufacturers, 2 East 
48th Street, New York 17, N. Y. 
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Here’s BIG BUSINESS Bookkeeping... 


si 





With its stunning new President model, Monroe introduces more than a new accounting machine... 
Monroe establishes an entirely new ratio between what you pay and what you get in machine 
accounting. Now, for the first time, any business can enjoy all the benefits of big business 

bookkeeping at a price actually hundreds of dollars less than before! And job changing flexibility is 
built right into every model in the President line. With the flick of a knob accounts receivable, 
payroll, cost control, accounts payable . . . all become mechanized operations. Look at the 

price tag on this machine. Then put your own price tag on what machine 

accounting can do for you. Speed receivables by getting statements y 

out faster. Build prestige with neat looking records. Put credit data at P & 

your fingertips. Control your 

work so it flows easily and See the MAN from MON R E 
always accurately. Write or | 

telephone Monroe Calculating Machine Company, Inc. 
General offices: Orange, N. J. Offices throughout the world. 
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+) for CALCULATING 


DATA PROCESSING MACHINES 





HE CURRENT BELIEF that promotion 
| ee kill you, otherwise known as ‘“‘the 
boss dies young,” is now being challenged. 
Industrial physicians interviewed in con- 
nection with a survey on executive health 
recently conducted by the American Man- 
agement Association found no evidence 
that executives are in any worse state of 
health than other employes. In fact one 
chemical company medical director re- 
ported that top executives from his com- 
pany seem less likely than other employes 
to suffer from heart disease and high blood 
pressure. 

This finding has been corroborated by 
figures compiled by the National Office 
of Vital Statistics which indicate that men 
of the managerial, technical, and admin- 
istrative level as a group have lower than 
average mortality rates. It has also been 
affirmed by the fact that life insurance com- 
panies sell policies to men in executive- or 
higher-level occupations in general at the 
lowest premium rates. 

These affirmations that business execu- 
tives do on the whole enjoy average health 
are reassuring but as doctors are quick to 
point out “‘average” health is not good 
enough. One of a company’s greatest assets 
is the good health of its managers and in 
recognition of this fact many companies 
have instigated periodic health examina- 
tions for its executives as well as its rank 
and file employes. 

In order to examine the current status 
of health examination policies in industry 
the American Management Association re- 
cently surveyed a nationwide cross section 
of 847 medium-sized and large companies 
of all types. The size range was from be- 
low 1,000 to 500,000 employes, with a 
median of 2,500. 

Of the 447 companies replying, 70 per 
cent of the respondents require an execu- 
tive to undergo a physical examination as 
a condition of hiring although only 53 








Executive Health 


per cent offer examinations to executives 
already employed. 

Company size seems to have little in- 
fluence on the requirement for a hiring 
examination but it is a definite factor in 
on-the-job examination policy, notes au- 
thor Lydia Strong in her report of the sur- 
vey results in the May 1957 issue of The 
Management Review. Three-fourths of the 
large firms (more than 5,000 employes) 
offer some kind of executive health ex- 
amination plan. But only half of the 
smaller ones offer one. Every respondent 
with over 10,000 employes has a plan. 
The majority of the programs are on a 
periodic basis, usually annual, but some- 
times there are special provisions for older 
and younger men. In a few companies, the 
examinations are given on some nonpe- 
riodic basis such as before promotion, 
upon request, or where there is felt to be 
a health problem. The full cost of the 
health examination is paid in full by prac- 
tically every company surveyed. 

Only three out of ten companies with 
health examination plans make the same 
examinations available to all employes. 
But three out of four companies vot offer- 
ing health examinations to executives do 
not have them for any other group of 
employes either. Forty-three of the firms 
surveyed in effect discriminate against 
executives. They have health examinations 
for production workers, temporary work- 
ers, or workers in dangerous jobs but not 
for the managerial group. 

Opinion varies on the question of 
whether health examinations should be 
compulsory. One clinician wishes it were 
because ‘“When it’s left optional . . . the 
man who’s afraid the findings may be seri- 
ous will stay away because he’s afraid it 
will get back to management.” 

A case was pointed out of a giant man- 
ufacturing company which suffered a crip- 
pling casualty rate among its executives 








HOW HEALTHY OR UNHEALTHY ARE EXECUTIVES 
AS A GROUP? 

In a new study by Life Extension Examiners covering 
5,000 executives of all ages from 30 companies, 58.9 per 
cent of executives examined were considered to be in good 
shape; 41.9 were reported to be in substandard condition. 
“Executives are a reasonably healthy group of people with 
quite a good life expectancy,’ asserts Life Extension’s medi- 
cal director. “‘Examine any other representative group of men 
and you'll find them no healthier than management 


personnel.” 
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year after year until a health examination 
program was installed for its key men. 
The results were a spectacular vindication 
of preventive medicine; in five years the 
executive death toll had been slashed by 
62 per cent. 

Some doctors, however, feel that a 
compulsory examination is self-defeating. 
“Make them submit .. . and they te. 
gard themselves as guinea pigs. Under 
these circumstances they’re much less likely 
to be frank with the doctor or heed his 
findings.’ Other objectors point out that 
some managers are already under medical 
care and don’t need a new diagnosis of the 
same disorder. 

Health examinations are “compulsory” 
in 56 of the 847 companies surveyed ; 132 
report that the examination is “optional 
but urged by the company’’; 40 say it is 
“entirely voluntary.” 

In general, the examinations have met 
with excellent acceptance. Almost half the 
companies report 100 per cent patticipa- 
tion; in seven out of ten at least 90 per 
cent of eligible executives participate in 
the program. 

Outside medical facilities are used by 
half the companies and only one-fourth 
use the company doctor or medical de- 
‘egeeaioe Large companies which might 

e presumed to have medical departments 
are more likely than small ones to use 
outside clinics. 

Among respondents to the survey haif- 
day examinations are most prevalent (97 
companies); 50 companies do the ex- 
amination in about an hour; and 77 give 
it a full day or several days. Except for 
several-day examinations, the time may 
be divided into installments—typically, a 
comparatively long period for medical his- 
tory, physical examination and tests, plus 
a shorter period—perhaps a week later— 
for a counseling interview. Large com- 
panies are more likely than small ones to 
give examinations lasting several days. 

All programs described by respondents 
include a physical examination. The ma- 
jority also include taking the patient's 
medical history, a chest X-ray or fluor- 
oscopy, an electrocardiogram, tests and ex- 
amination of the blood and urine, and an 
interview with the examining physician. 
Almost half the companies routinely in- 
clude further tests and many report that 
any test is given which seems to be desir- 
able for the individual. 

Every industrial doctor is likely to en- 
counter psychiatric problems and the need 
for skill in at least recognizing them 1s 
becoming more widely appreciated. Ap- 
proximately half the respondent com- 
panies having health examination plans 
make use of the counseling interview with 
the examining doctor although a few 
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companies also use psychological testing. 
The interview covers such problems as 
overwork, overtime, and whether or not 
the man takes a vacation. The physician 
also invites discussion of family affairs 
and tries to find out how things are going 
on the job. Many doctors believe that 
when an executive has serious emotional 
problems his subordinates are likely to de- 
velop more problems than average. And 
the higher up the organization chart the 
unhappiness is located, the more it is 
likely to spread and the more detrimental 
it will be to the company. 

The question of whether executives 
have special emotional problems because 
they work under special strain is contro- 
versial. “The tension is increasing,” says 
the medical director of an automotive cor- 
poration. “. . . Men have to retire early. 
This is not an old man’s business.” Dr. 
William C. Menninger feels that ‘“‘the 
executive often achieves his success .. . 
at considerable personal cost.” 

Yet many industrial doctors and psy- 
chiatrists feel there’s nothing really so 
special about the emotional problems of 
executives. “No difference between the 
executive and the porter,” said one psy- 
chiatrist. ‘“. . . Most men who want to 
be executives and who have managed to 
reach the ranks of top management have 
learned to take the strains in stride,” an 
industrial doctor states. 

Whether or not the president suffers no 
more stress than a line employe, such 
strain can be considerable. At all levels it 
is possible to find many employes who are 
tense and troubled. At least half the peo- 
ple seen in an industrial medical depart- 
ment “are not actually ill but are reacting 
to a combination of physical, mental, and 
emotional factors,” says one industrial 
physician. 


1955 Personal Income 

An estimated total of 51 million men 
with money income in 1955 averaged a 
record of $3,400, according to the Census 
Bureau. Among 30 million women with 
money income, the average was $1,100. 
About half of these women worked at 
full-time jobs part of the year, and for 
them the average was $2,100. For women 
who worked at full-time jobs the entire 
year, the average was $2,700. 

About 80 per cent of men with money 
income worked at full-time jobs during 
all or part of 1955. Their average income 
was $3,900. For men who worked at full- 
time jobs the entire year, the average was 
$4,200. 

The $3,400 average for men repre- 
sented an increase of about $160, or five 
per cent, over 1954. For women, the aver- 
age was unchanged. Since the end of 
World War II, the average income for 
men has increased by $1,500, or 85 per 
cent and for women by $200, or 24 per 
cent. 
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New TOLEDO 
Weight Data Systems 


Originating, Transmitting, Processing, Recording 


j 
SPeeoueoesesveevsesveseseves 


Digital Weights 
Transmitted Anywhere 


+++ Adding Machine 
2°**** Electric Typewriter 
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i++*** Tape Punch 
zeeees Card Punch 
****** Digital Indication 


Toledos now provide electronic wings 
for your weights! A great time-saver 
combined with Toledo accuracy! 
Even though the weights originate 
in production, inspection, testing, 
shipping or receiving, the weight 
data travels instantly for remote 
digital recording in the form you 
want it. This new forward step 
brings a closer than ever link be- 
tween good weight control and high 
accuracy in accounting records. 


Automatic 
Bulk 
Weighing 





You get printed and totalized weight 
records instantly—on a remote elec- 
tric adding machine—with this 
Toledo Automatic weighing, record- 
ing and totalizing system. Its job 
is to keep cost-control tab on bulk 
material such as flour going into truck 
or carload shipments. 





Product 5 
Testingand =~ “Se 
Sorting ’ 





Toledos today automatically check 
and classify a wide range of parts. 
Here leaf springs for autos are tested 
and classified automatically by this 
custom-engineered Toledo at the 
rate of 600 an hour! 








& £ 6 
1 
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Dial location wherever 
you choose with 
Electronic Toledos 


A new type of Toledo—the Elec- 
tronic Load Cell Scale—eliminates 
mechanical connections between 
platform and scale head. This gives 
new flexibility to testing as well as 
weighing applications. Dial head 
can be located wherever desired. 
Also, the weight data can be proc- 
essed in a variety of recorders and 
office machines. Ideal for many 
dynamometer, motor truck, hopper 
and custom test device applications. 
a 
Batching in be  T 


a oa 
Automatic Date 
interlocked 


Systems = ee 


This Toledo cabinet interlocks 22 
scales in an automatic batching 
system. Through TOLEDOmation 
all ingredients are fed into success- 
ive batches in proper ‘sequence, in- 
cluding operation of gates and feed- 
ers. In addition, all dials are auto- 
matically scanned and the digital 
weight data is recorded on an elec- 
tric typewriter for each batch. 


Whether you are moving for- 
ward to a plant-wide weight control 
system, or are considering the closer 
linking of your weighing with ac- 
counting through modern Toledo 
weight data processing units, you 
will find that a discussion with a 
Toledoman may be helpful. We will 
be glad to send booklets on remote 
digital weights, or on “‘a plant-wide 
look at weighing”. Write Toledo 
Seale Company, Toledo 1, Ohio. 


TOLEDO 


HEADQUARTERS FOR SCALES 
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Toledo, Oia (TOP RIGHT) 


Barney Steger (center), president of 
the Toledo Control of Controllers Insti- 
tute, presenting the Control’s recognition 
plaque for excellency in accounting to 
C. K. Searles (left), dean of the College 
of Business Administration at Toledo 
University, and B. L. Pierce (right), dean 
of Bowling Green State University, at the 
Toledo Control’s annual educational meet- 
ing held on the campus of BGSU. Indi- 
vidual plaques were also presented to 
award winners, Lewis T. Alesi, Jr., TU, 
and Jim Parker, BGSU. 

Five members of the Toledo Control— 
Frank Slick, Bruce Esterly, E. A. Seffing, 
Eugene P. Heiles, and Professor W. F. 
Schmeltz—presented a case discussion of 
an actual business problem, thereby dem- 
onstrating to the 100 or more students who 
attended the meeting the various consider- 
ations that would be taken into account in 
arriving at an actual business decision. 


Worcester, Mass. (Center RIGHT) 


Members of the Boston Control of Con- 
trollers Institute in the Worcester area 
were photographed at a dinner meeting in 
Worcester on April 23. The group has 
been meeting monthly for the past 15 
years. James S. Howard, treasurer, John- 
son Steel & Wire Company, Inc., Worces- 
ter, is currently serving as chairman of the 
group. 

Seated (left to right) are Percy D. 
Mitchell, Chairman Howard, Maynard F. 
Carter, and C. Ellis Spencer, a past na- 
tional director of CIA. Standing (Jeft to 
right) are Robert A. Miller, E. Eliot Swan- 
berg, Max F. Thompson, Raymond F. 
Bonenfant, Lawrence E. Murphy, Carl H. 
Haas, Henry C. Merriam, Douglas L. 
Brennen, William H. Perks, president of 
the Boston Control, and Gordon A. 
O’Brien. 


San Francisce, Calif. (LOWER RIGHT) 


Members and wives from the Los An- 
geles Control about to depart via Western 
Air Liner after attending the Western 
Controllers Conference are (front row— 
left to right) W. Stewart Hotchkiss, 
George M. Ebert, Fred W. Mill, Mrs. and 
Mr. Wilbur P. Auvil, Rudolph Osten- 
gaard, Arvid M. Ahlskog and T. G. Haw- 
kins. (Up the stairs) Charles J. J. Cox, 
Fred R. Wotring, Mrs. Ostengaard, Mrs. 
Ebert, Mrs. Hawkins, Mrs. Wotring, Mrs. 
Cox and Ray Garvin. 
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COVERING TWO 
Milwaukee, Wis. (asove) 


The 20th anniversary of the Milwaukee 
Control of Controllers Institute was ob- 
served at a dinner meeting on April 9, at 
which the speaker was Arthur R. Upgren, 
dean of the Amos Tuck School of Business 
Administration, Dartmouth College. The 
photograph (above) shows a partial view 
of those at the head table, including (/efs 
to right) the Control's first president, J. A. 
Keogh, retired vice president and comp- 
troller of Allis-Chalmers Mfg. Company ; 
Institute National Director Harry C. Hahn, 
comptroller, Wisconsin Telephone Com- 
pany; Dean Upgren; Control President 
Alphonse J. Mayer, vice president, comp- 
troller and cashier, Marshall & Ilsley Bank; 
A. §. Puelicher, president of Marshall & 
Isley Bank; and the national president of 
Controllers Institute, D. E. Browne, vice 


BIRTHDAY PARTIES 


president of finance and controller, Lock- 
heed Aircraft Corporation, Burbank, Calif. 


Phoenix, Ariz. (BtLow 


Members of the Phoenix Control of 
Controllers Institute gathered at the Ari- 
zona Biltmore Hotel on April 29 to ob- 
serve the Control's fifth anniversary and to 
greet officials of the national organization, 
including President Dudley E. Browne of 
Los Angeles; Board Chairman R. N. 
Wallis of Framingham, Mass.; Vice Presi- 
dent Fred H. Brown of Los Angeles; and 
Managing Director Paul Haase of New 
York. Control President Merle L. Hartley 
(seated fourth from the right) is executive 
vice president of Phoenix Title & Trust 
Company. Institute President Browne is at 
his right and Board Chairman Wallis is 
seated second from Mr. Hartley’s left. 
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is today’s #1 subject on 
management’s agenda. 
Profit Analysis and Outlines 
by Frederick M. Eisner, C.P.A. 


describe and illustrate a new, practical, 
Original and inexpensive system of 
accounting. Its studies for the develop- 
ment of efficiency reports are indispen- 
sable to the successful management and 
control of factory, office, and marketing 
costs. These reports place the responsi- 
bility for sub-standard operational 
performances where they belong. Man- 
agement uses these factual data for 
discussion and criticism. Cost reduction 
in all areas is instantly assured because 
every employee, being aware of the 
continuous measurement of his work 
against a standard, endeavors to better 
his past performance. 


PROFIT ANALYSIS 
and OUTLINES 
Two books — 554 pages — $12.50 
10 Days Money Back Guarantee 


Charles M. Eisner 


70 Linda Ave., White Plains, N. Y. 





American Appraisals 
reduce uncertainties 
about depreciation 


American Appraisal analyses of 
property and “remaining life” studies 
reduce variance factors in measuring 
depreciation, and provide a depend- 
able basis for determining costs, pro- 
fits and taxes. 


The 
AMERICAN 


APPRAISAL 


Company 


leader in property valuation 
HOME OFFICE: MILWAUKEE 1, WIS. 
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(Continued from page 277) 


As I have tried to point out, different 
manufacturers’ operations differ so widely 
that the foregoing can only be a general 
sort of illustration. Many would be well 
served with fewer digits. A few might 
require more. The “‘system’’ obviously 
must be thoroughly studied and tailored 
to fit each business but the general prin- 
ciple of systematically mixing letters and 
numerals holds, with all digits having di- 
rect mnemonic value as far as possible and 





Manufacturers Part Number Systems 


wherever used. 

Where standard commercial parts 
(screws, washers, bolts, nuts, rivets, etc.) 
are used in any variety, these components 
should be identified by a separate and dis- 
tinct and much more simplified set of sym- 
bols and not identified as to products 
used on, etc., and the arrangement of dig- 
its should conform with the arrangement 
in the major part number system. Suppos- 
ing you can and do dream up a parts iden- 
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CONTROLLERSHIP AND PEOPLE 


A collection of papers presented at the 25th Annual National Confer- 
ence of Controllers Institute of America, New York City, September 30- 
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* Please add city sales tax if order is for New York City delivery 


Contents 
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tification system that meets all the spoil 
cations including integration with effective 
product classification and nomenclature— 
what then? You say your parts replace. 
ment business covers widgets made 25 
years ago and there are only slightly less 
than 99 current models of foithfoinders 
and squishmakers now in production and 
price lists and blueprints and literature 
about them are scattered all over the known 
world, and anyway everybody is balled up 
and worked to death as it is! How are you 
going to throw in a new part number sys. 
tem now and still keep from going com. 
pletely crazy ? 

Well, you can start out with using the 
new system on ew products (making a 
cross index for those components which 
are common to and already in use on pre- 
viously designed products) ; ¢en start on 
the next most recently developed product 
(making a complete cross index between 
the old and the new part numbers) and 
so on. In making the cross index, suitable 
sortable media should be used because 
the index will grow as additional products 
are “changed over” and up-to-date cross 
index lists should promptly be placed in 
the hands of everyone who has occasion 
to use them. As new parts price lists, bills 
of material, etc., are made up, incorporat- 
ing the new numbers, the need of refer- 
ence to the cross indexes will rapidly di- 
minish and will eventually disappear, and 
this significant fact will need constantly to 
be kept in mind during the heartbreaking 
meanwhile. 

This dissertation, it must be realized, is 
not to set forth any completely developed 
plan for a given business and the nine- 
digit example is only an illustration, to 
point out how the design should be ap- 
proached and some of the more important 
factors as they might be applied. 

At this point, I think it may not be 
amiss to deplore the common assumption 
that a “‘simple’’ decimal system, often 
called a “‘Dewey decimal system,” is natu- 
rally the most understandable and com- 
prehensive method of indexing, and that 
it is used by libraries everywhere. Actuall; 
it has caused generations of library classifi- 
ers to wail and tear their hair over its in- 
adequacies. Many libraries, including the 
Library of Congress, have discarded it. 
The most notable modern writer on the 
subject, Dr. H. E. Bliss, is particularly 
scathing about the Dewey system, espe- 
cially its disjointed, illogical and incon- 
venient approach to classification, and 
practical professional classifiers agree with 
him. 

The important fact to bear in mind is 
that a symbol system for product patt 
numbers must automatically answer the 
most repeated questions by the greatest 
number of questioners, in the most direct 
and meaningful manner, suited to the 
needs of the particular company. If it 
doesn’t do that, then what you have is 4 
true monster, and if you think it is a 5)5 
tem, that is a costly delusion. 
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Return on Investment 
(Continued from page 273) 


a. Depreciated value 
b. Replacement value 
c. Acquisition value or historical cost. 


a. The use of depreciated values, pat- 
ticularly in divisions where old equipment 
is involved, would develop abnormally 
high ROI percentages. Furthermore, in 
recent years, with accelerated depreciation 
and amortization added to the complex 
attay of depreciation rates already in use, 
the selection of a base which would pro- 
vide a consistent year-to-year experience 
would generate policy problems which in 
solution would necessarily complicate 
your ROI methods. Even on a consistent 
basis of providing realistic depreciation 
yates, ROI would under such methods in- 
crease annually to the extent that the net 
value of depreciable equipment had been 
reduced. Comparisons between years, 
under the circumstances, would hold little 
value in the appraisal of divisional operat- 
ing trends. 


If the ROI concept is to become an 
operating guide to current decision-making 
situations—and this area is most signifi- 
cant—consideration must be given to 
providing consistent factors of past per- 
formance for comparison to planned addi- 
tions. Depreciated values usually show a 
higher return than new equipment projec- 
tions. Under the circumstances, the possi- 
bility that decentralized management 
would tend to maximize the ROI experi- 
ence through “milking the operation” 
practices cannot be overlooked. 

The use of the net book value of assets 
and the return thus computed is of some 
significance, particularly in the appraisal 
of the return on investment of equity 
capital, but is of little value in determining 
divisional operating ROI and in establish- 
ing a yardstick which is capable of apprais- 
ing past, present and future operating 
results. 

b. The use of replacement values in de- 
termining ROI, although providing inter- 
esting and valuable economic information 
possibly of use in the evaluation of pricing 
practices, etc., would precipitate complexi- 
ties in the administration of ROI for oper- 
ating purposes which are best left to the 
completely theoretical environs of the 
lass room, or carefully used operationally 
as supplementary statistical analysis. The 
use of replacement cost, which would re- 
sult in significantly higher investment val- 
ues, is only one side of the story. The tech- 
nological improvements in machinery and 
equipment are currently of such magnitude 
that the replacement of old equipment 
with identical machines with identical ef- 
ficiencies relative to output, generated 
sctap, etc., would be rare indeed. If re- 
placement values are to be used, revised 
profit factors must also be developed. To 
do so in a program to establish ROI as an 


operating yardstick would represent de- 
parture from known, factual elements, and 
their replacement with theoretical, highly 
controversial factors, providing a most un- 
satisfactory comparison tool for manage- 
ment use. 

c. Valuing capital assets at acquisition 
value or historical cost would appear to be 
the best alternative available for the ROI 
program. Its use provides a consistent ba- 
sis for comparing subsequent years’ opera- 





tions. The experience ratios available pro- 
vide sounder comparison with projections 
involving methods or equipment changes. 
Furthermore, long-range projections for 
planning purposes are not distorted by an- 
nually lowering net book values, which 
tend to unrealistically raise the ROI ex- 
perience; only improvements in produc- 
tivity (the economic use of labor, material 
and working capital) are reflected in the 
ratios. 





THE BASIC FORMULA 

By way of review, the return on investment formula em- 
ploys two factors—turnover and profit margin—the prod- 
uct of which produces the return on investment percentage. 
The use of two factors has been the source of some confusion 
to those trained to divide profits by investment to determine 
the return. Review of the formula stated in algebraic form 
will clarify this problem. As indicated, either computation 
will result in the same answer. This allows for frequency of 
turnover of investment in computing return. 


Sales Profit 
; = Return on Investment 
Investment Sales 
_Setes— Profit Profit aa ' , : 
—or — Return on Investmen 
investment —Setes- Investment 


(Sales cancel out) 


Actually, the breaking down of the factors into two compo- 
nents—volume and profitability—provides a basis for the 
fuller understanding of the elements contributing to eco- 
nomic profit—the return on investment. 

The chart following graphically illustrates the relation- 
ship of all financial factors involved in return on investment 


computation. 


RELATIONSHIP OF FACTORS AFFECTING RETURN ON INVESTMENT 


r— SALES 
| 
| FIXED 
~ Divi aaa 
We rence DEO BY [| INVESTMENT 
|_| TOTAL | CASH 
hind a Pp 
INVESTMENT mas , 
| |_| WORKING ACCOUNTS | 
CAPITAL | | RECEIVABLE | 
RETURN ON | L] ae’ 
INVESTMENT MULTIPLIED BY INVENTORIES 
| 
| —1 SALES 
| 
| EARNINGS —{ MINUS 
|_Jeanwnes | COST OF 
ivi Cant 
RATIO i" eid cas SALES 
“4 SALES 


That both end factors—turnover and the earnings ratio— 
are of equal significance is important to recognize. An 
awareness of the fact that a number of combinations of these 
two factors will produce identical results aids materially in 
applying ROI to operating decisions. 
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PROFESSIONAL ETHICS 
OF CERTIFIED PUBLIC ACCOUNTANTS* 


By John L. Carey 





Reviewed by THEODORE HERZ 
Price Waterhouse & Co. 
Washington, D. C. 


“It may be too much to hope,” says Mr. 
Carey in the preface to his book, “that any- 
one will read this book in its entirety. 
Everyone has too much to read, and the 
book, admittedly, is designed partly as a 
reference work. But I would feel richly 
rewarded if some practicing CPAs, par- 
ticularly the younger ones, would read at 
least the first four chapters, and, if their 
stamina is sufficient, Chapters 5, 6, and 7. 
Also I nourish the secret hope that some 
accounting teachers will force their 
students to read the whole book.” 

One can hardly resist the temptation to 
say “Amen” to Mr. Carey’s incidental ob- 
servation. Everyone most certainly has too 
much to read. And too little pleasure, per- 
haps, from the reading of it. Yet time 
spent with this volume will be time well 
spent. 

In the first four chapters of this book 
there is an able philosophic background 
discussion to which Mr. Carey has ob- 
viously devoted much thought and effort. 
He earns the right to feel rewarded simply 
from having put it together, but he also 
will have the reward he hopes for. Not 


* Published by the American Institute of Ac- 
countants, 270 Madison Avenue, New York 16, 
N. Y. $4.00. 


only some, but all, practicing CPAs could 
read these four chapters with advantage. 
And many will. Perhaps more than once. 

There is nourishment in them for others 
besides accountants in the business com- 
munity. There are few who would not 
profit from an up-to-date insight into the 
professional attitude and from the oc- 
casional reminder that we live under“. . . 
a complex system of discipline which 
civilized society has imposed on itself 
through laws, customs, moral standards, 
social etiquette—rules of many kinds, en- 
forced in many ways.” Professional ethics 
form a part of this system. 

Says Mr. Carey in the lead to Chapter 1, 
“The assurance that such discipline exists 
is the basis of man’s faith in his fellow 
man, which, despite frequent disappoint- 
ments, is essential to continuation of the 
highly involved economic structure which 
now supports most of the population of 
the western world.” 

Chapter 1 sketches the background of 
ethical development, both in general and 
for accountants particularly. It deals with 
the purposes, uses, origins and evolution 
of accountants’ rules of conduct and with 
the vehicles through which they are en- 
forced. It reminds the reader that present 
rules are not all-inclusive nor are they fully 
stabilized. Ethical concepts, in fact, are 
never fixed, final or precise. And Chapter 
1 does not omit to observe, wisely, that “A 
professional attitude must be learned. It is 
not a natural gift.” 

The lead to Chapter 2 lists the basic 
components of an ethical code, which are 
competence, responsibility and a desire to 
serve the public. This chapter then goes on 
to discuss the idea of professional compe- 
tence, and in doing so, it seems to become 
the key to much of the rest of the book. 
Competence is an ethical obligation of the 
first order and the discussion turns on this 
concept again and again as in later chapters 
the author considers tax practice, manage- 
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ment services, relationships between CPA 
and client and other relationships. The 
book is admirable for the emphasis it ac. 
cords to the idea of competence. 

Chapter 3 deals with independence and 
integrity and offers an insight into some of 
the difficulties which arise from present. 
day preoccupation with such ideas as “‘con- 
flict of interests” and “independence ver. 
sus advocacy.” Independence is an attitude 
of mind, according to an authoritative pro- 
nouncement quoted by the author, but 
there are constant efforts to assure its 
presence by the making of rules, some 
having their origin in governmental edict. 
Rulemaking in this field seems fraught 
with the hazard that form will take preced- 
ence over substance. 

Chapter 4 discusses the professional 
attitude and marks the end of the book's 
Part One. This is the part which the author 
urges the practicing CPAs to read, and 
particularly the younger ones, the latter 
presumably because they have not yet fully 
learned the professional attitude which “is 
not a natural gift.” Some may come back 
many times before they quite comprehend 
the meaning of Chapter 4. Its closing para- 
graph sums up with the thought: “The 
professional attitude demonstrates that the 
obligation to serve the public is accepted as 
a primary obligation, and that financial 
gain is relegated to second place.” Some 
may wonder why first place is not large 
enough to accommodate both. 

Part Two of the book has three chapters. 
One deals with opinions on financial state- 
ments, one with tax practice and one with 
management services. These are the 
areas where ethical considerations and 
specific present-day practical problems 
impinge on one another. The discussion in 
these chapters should prove helpful to 
practicing CPAs both because it examines 
the issues competently and because it offers 
a collection of authoritative commentary 
on the ethics and the practical problems. 

Included among the authorities quoted 
in Part Two and also in Part Three of the 
book are the American Institute of Ac- 
countants through its Council and its 
Ethics Committee, the American Bar Asso- 
ciation through its House of Delegates and 
its Ethics Committee, the Securities and 
Exchange Commission, the Treasury De- 
partment and a number of individuals of 
high repute. 

Part Three of the book also contains 
three chapters, these dealing with client 
relations, relations with others in the 
profession and forms of organization. 

A short conclusion makes up Chapter 
bi. 

The Rules of Professional Conduct of 
the American Institute of Accountants are 
reproduced in full as an appendix. With 
the authoritative quotations already men- 
tioned, these make Mr. Carey’s book an 
excellent reference work which should 
have many a work-out before it comes up 
for revision again. 
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Reducing the margin of error in busi- 
ness decisions by methods of forecasting 
based on systematic use of statistical facts 
and economic intelligence is the subject of 
the Consultant Report ‘Forecasting Busi- 
ness Trends” just issued by the McGraw- 
Hill Book Company. Another in the 
Consultant Re ports series, this report is in- 
tended to aid the managements of com- 
panies employing economists and statis- 
ticians to give guidance, criticism, and 
direction to their staff technicians, and to 
help management appraise and profit from 
economic reports and analyses. 


Forecasting Business Trends 


The author of the report is the econom- 
ics editor of Business Week, Leonard S. 
Silk. He is assisted by M. Louise Curley, 
an economist for Scudder, Stevens & Clark. 
‘Forecasting Business Trends’’ reveals the 
principles underlying sound attempts at 
business forecasting, and shows how the 
various forecasting techniques derive from 
these principles. It emphasizes that differ- 
ent techniques of forecasting are desirable 
as a means of constructing balanced ap- 
praisals of the business outlook. The report 
discusses such recent advances in econom- 
ics as the flow-of-funds system of national 


How FAST is 





With constantly rising clerical costs, slow manual methods 
are today as obsolete in the office as they are in the plant. 
However, with automatic procedures and the latest 
punched-card tabulating facilities available through Sta- 
tistical service, it’s no problem for any company to get vital 
facts and figures faster, more accurately and at lower cost. 
Through this practical approach, you can automate office 
procedures to keep pace with production requirements. 

If you operate your own tabulating department, Statistical 
is always ready to take care of your overloads and special 
assignments or provide helpful counsel in exploring better 
methods for speed and economy. 

“RUSH” means RUSH when it comes to reports that 
affect so many facets of your business. Statistical service is 
geared to help you meet the tightest schedules. Even if it 
means working for you nights and week ends. 


STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


CALCULATING - 
TEMPORARY OFFICE PERSONNEL 


TABULATING - 


TYPING 





Just phone our nearest office for fast action. 


CHICAGO 

53 West Jackson 
HArrison 7-4500 
NEW YORK 

80 Broad Street 
WHitehall 3-8383 
ST.LOUIS 

411 N. Tenth St. 
MAin 1-7777 
NEWARK 
National-Newark Bldg 
MaArket 3-7636 


CLEVELAND 
1375 Euclid Ave. 
SUperior 1-8101 








accounts, input-output analyses, diffusion 
indexes, econometric models, etc., and con- 
siders their application in solving business 
problems. Also included is a concise ac. 
count of source materials for forecasting. 
The Consultant Reports, of which 
‘Forecasting Business Trends”’ is the latest 
issue, bring to users a series of reports 
outlining factors affecting executive de- 
cisions. The entire program is under the 
consulting editorship of Merlyn S. Pitzele, 
senior editor at Business Week. Written 
by specialists in various areas of manage. 
ment, the Consultant Reports are available 
on both an individual basis and a subscrip- 
tion plan, with the subscription plan offer- 
ing subscribers the privilege of receiving 
reserved copies of each report as soon as 
published at a special price of $12.50. On 
a single-copy basis, the reports sell for 
$15.00. The Consultant Reports cover 
matters of importance to a select-interest 
executive group, and being in report form, 
are produced quickly enough to give a 
realistic picture of current conditions. 
Further information concerning ‘ Fore- 
casting Business Trends” and other Con- 
sultant Reports is available from the Mc- 
Graw-Hill Book Company, Inc., 327 West 
41st Street, New York 36, New York. 


Named to Accounting Hall 
of Fame at Ohio State 


Professor Roy B. Kester of Columbia 
University and the late Professor Her- 
mann C. Miller of Ohio State University 
were installed in the Accounting Hall of 
Fame at the 19th Annual Institute on Ac- 
counting conducted by the College of 
Commerce and Administration, Ohio State 
University, Columbus, Ohio, on May 
16-17. The installation took place at the 
banquet session on May 16 at which 
Thomas H. Carroll, vice president, Ford 
Foundation, New York, spoke on “‘Educa- 
tion for Business: A Dynamic Concept 
and Process.”’ 

Others elected to the Hall of Fame in 
previous years include: 

Ananias Charles Littleton, 1956; 

Percival Flack Brundage, 1955; 

Carman George Blough, Samuel John 
Broad, Thomas Henry Sanders (1885- 
1953), and Hiram Thompson Scovill, 
1954; 

Arthur Edward Andersen (1885-1947), 
Thomas Coleman Andrews, Joseph Ed- 
mund Sterrett (1870-1934), and Charles 
Ezra Sprague (1842-1912), 1953; 

Elijah Watt Sells and Victor Hermann 
Stempf, 1952; 

Arthur Lowes Dickinson and Henry 
Rand Hatfield, 1951; 

George Oliver May, Robert Heister 
Montgomery and William Andrew Paton, 
1950. 
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Now...changing a ribbon is so clean and 
easy you can do it with white gloves on. 


Never before has a standard office type- 
writer offered you such brilliant typing 
1 speed and letter-perfect results. 


New Twin-Pak makes ribbon chang- 
ing sO easy, you’re assured of always 
; getting a sharp, clean impression. Hap- 
{ pier secretary, too. 


And Royal’s new “brilliant action”’ 
keeps her fingers flying relaxed all day 
long... because the touch is a good deal 
lighter... tailored to each finger. 


Fact is, just about everything goes 





It’s a snap! Lift out the old Twin-Pak... 
drop in the new. No more smudgy fingers! 


New Royal Twin-Pak ribbon 
comes rolled in two cases. 
Nothing to wind! Nothing to thread! 





ROYAL announces a brilliant new typewriter! 


Exclusive features include Twin-Pak, the clean and easy ribbon changer 
that takes the dirty work out of office typing 





faster, quieter and a good deal easier 
with this brilliant new Royal. 


And those fashion-styled Royal-tone 
colors help to brighten up your Office, 
cut down on tiring eye-glare. Your 
choice of Cameo Pink, Sea Blue, Willow 
Green, Sandstone or Pearl Gray. 


INTERESTED ? 
Discover how this brilliant new Royal 
will improve your typing production. 
And a girl’s morale. Call your Royal 
Representative for a free office trial. 





Pes 


QYAL 


standard typewriter 





Product of Royal McBee Corporation, world’s largest manufacturer of typewriters 
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noted that it meant a deterioration of 
commercial merchandising methods. ‘For 
example,” he said, ‘43 per cent of stores 
using stamps run fewer specials and 38 
per cent curtail their printed advertising. 
This diversion of attention from the well- 
known brands which have traditionally 
been traffic builders can hurt. There is 
little or nothing that we can do about 
trading stamps even if we wanted to. But 
our men must keep their merchandising 
pressure at an even higher level to prevent 
loss of market.” 


OPERATIONS RESEARCH 


The final technical session on Saturday 
morning, April 27, was devoted to Oper- 
ations Research. Speakers on this subject, 
all from the Stanford Research Institute, 
were, Francis W. Dresch, senior mathema- 
tician, Peter H. Butterfield, senior opera- 
tions analyst, and George J. Feeney, man- 
ager, operations research and electronic 
data processing. 

In his introductory remarks, Mr. Feeney 
indicated that some of the earliest com- 
panies to make extensive use of opera- 
tions research were General Electric, Mon- 
santo, Standard of New Jersey, Metropol- 


itan Life, Westinghouse Airbrake, and 
Curtis Publishing Company. There are 
at least eight major areas, Mr. Feeney 
noted, where operations research has been 
used: inventory control, production sched- 
uling, make or buy, product mix, equip- 
ment replacement policy, allocation of 
sales effort, allocation of advertising 
budget, and product distribution. For any 
one area the problem can be divided into 
four major phases: 


1. Developing a precise quantitative de- 
scription or model of the problem; 

2. Finding the best available quantitative 
solution to the model; 

3. Testing the solution realistically ; 

4. Implementing the solution. 


Mr. Feeney noted that the question 
had often been asked as to what made OR 
different from other methods of approach- 
ing management problems. His answer 
was that the degree of precision attained 
by OR is higher since OR attempts to 
apply the most advanced scientific meth- 
ods to each phase of the problem. He 
noted that one of the major factors help- 
ing the rapid recent growth of OR is the 
development of high-speed computing 
equipment. 
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As a concrete example of OR in in. 
dustry, Dr. Dresch told about a project 
with a company engaged in varied map. 
ufacturing and office operations involvin 


a large number of plants through the | 


West and Southwest. The supply activity 
of this company, bringing raw material 
and semi-finished material from a large 
number of sources to meet the day-to-day 
requirements of the individual plants, con- 
stitutes a basic operation of major im. 
portance to the company. The company 
stocks approximately 90,000 different 
standard items in three major warehouses 
and the total inventory value averages 
about $7 million. 

The basic objective of OR in this proj- 
ect was to develop an economic reordering 
policy that would guide stockroom deci- 
sions on when to reorder material and 
how much material to reorder. The effect 
of alternative reordering rules on inven- 
tory costs, order costs, and shortage costs 
was defined in terms of an item’s lead time, 
unit cost, and estimated demand. Mathe- 
matical techniques were then applied to 
this general relationship to explore the 
economic effect of all plausible reordering 
rules. 

Once the problem was solved it was 
necessary to conduct a conclusive test of 
the new system. An IBM 701 computer 
was programmed to simulate the over-all 
stock control operation from existing stock 
records. The detailed history of a group 
of 100 representative items was developed 
including demand, lead time, and unit 
cost over a two and one-half year period. 
The machine then duplicated the action 
of the stock clerk and finally printed out 
the detailed results of the entire analysis, 
showing average inventory investment, 
number of orders issued, and the number 
of stock shortages. 

The plan was actually put into opera- 
tion in July 1955. Taking account of in- 
creases in the total volume of business 
since then, the company feels that the 
new program has made it possible to re- 
duce inventory by about 25 per cent from 
what it would have been now if the old 
system had not been replaced. Relative 
procurement volume has been reduced 
approximately 20 per cent and the stock 
shortages are at approximately the same 
level as before. On the basis of existing 
costs, this new system is saving the com- 
pany about $800,000 annually. 

Some aspects of initiating OR within a 
company were covered by Mr. Butterfield. 
He noted that the questions normally 
raised in connection with a discussion of 


OR included: 


W hat kinds of business can use OR ef- 
fectively and how big must a company be 
to justify a program? 

What does OR cost? and how can its 
results be evaluated? 

What kind of group should the com- 
pany set up to handle its OR effort and 

(Continued on page 304) 
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new features to make figuring easier... 

NEW Multiplication Key—electric short cut multiplication... 
: fully flexible... even prints both factors and the right answer 
i on two easy-to-read lines! @ *% 
NEW Dual-Purpose Lever—converts from multiplying to straight \ 
adding. 11-digit listing—13 totaling capacity. @ 
NEW Color—smart “Autumn Tan,’ scientifically selected for 
eye-ease and ready blending with modern office decor. 
NEW Variable Space Control—adjusts for single or double spac- 
» ing. Spaces the way you want them when you need them. 
} NEW High Speed—super fast ... operates at startling speed 
of 220 cycles per minute... over 30% faster than most other 
10-key adding machines. 


NEW More Flexible Keyboard —accepts new figures faster, e.. 


New Comptograph “220 M” combines more fine features 
than any other 10-key listing machine. Here are just a 
few of them... 

Exclusive Automatic Visi-Balance Window —always shows at 
a glance the running debit or credit balance. 

Interlocking Keyboard —won't accept more than one digit at 
a time. Insures accurate entries. 

Adjustable Keyboard Angle —Lightweight Portability—Two-Color 
Printing—Quiet Rotary Action—Streamlined Styling—Concealed 
Paper Roll—Detachable Cord. 
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| N, ] CONTROLLERSHIP FOUNDATION’S REPORT ON 
SVICU, 
CASE STUDIES IN 


RECORDS RETENTION AND CONTROL 


| 

| Save money, space and time with a realistic program for records 
| retention and control. Profit from the experience of others by read- 
ing the case histories of 13 companies carefully selected to provide 
variety in size, location, profit margin, and product. Their records 
programs range from simple or formative to elaborate and highly 
| staffed. 


Develop, or modify, your own records program, to suit your needs 
and problems, after you see how other companies have answered 


questions on: 


Organizational responsibility—W here should it be located? 
Consultants—W hen should they be used? 

Program sequence—W hat is the logical order for operating a program? 
Records inventory—W hat information is needed and how is it compiled? 
Appraisal and analysis—W hat standards should be followed? 

Vital records—W hat are they and what special steps should be taken? 
Microfilming—W hen is it cheaper than storage? 

Storage—W hat type of equipment is best? 


SEND IN YOUR ORDER FOR 


CASE STUDIES IN 
RECORDS RETENTION AND CONTROL 


$7.50 


($5.75 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 


Research Arm of Controllers Institute 


TWO PARK AVENUE » NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 
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where should it report within the organ- 
ization? 

How should the group be organized 
and what kind of training is involved? 

Mr. Butterfield noted that there were 
no pat answers to these questions except 
possibly as to kind of business. Any kind 
of business, he said, can use OR effec. 
tively. 

In discussing the other questions, Mr, 
Butterfield made the following observa- 
tions: 

1. Companies with large net incomes can 
more readily justify large permanent te. 
search effort than can businesses with 
profits in the $100,000 bracket. 

2. Many projects have borne fruit after 
a few man-months of research and an ex- 
penditure as low as $15,000. 

3. The three basic approaches to establish- 
ing and conducting OR are to have a full- 
time team of company men, or to have a 
full-time group plus utilization of consult- 
ants or to have complete reliance on con- 
sultants. 

4. An especially workable arrangement is 
that of having the team report to a com- 
mittee appointed by top management and 
consisting of responsible representatives 
of each major division of the company. 

5. On the OR team there should be one 
or two members who are able mathemati- 
cians but there should also be men with 
experience in engineering and/or physi- 
cal sciences as well as men familiar with 
the company’s operations. 


Mr. Butterfield concluded his remarks 
by warning that no company should es- 
tablish an OR team just because it is “the 
thing to do.” OR should be approached 
sanely by applying it first to a particularly 
pressing problem and then tackling the 
big problems only after company man- 
agement and personnel have developed 
trust in the power of the new tool. 

The Conference opened with welcom- 
ing remarks by General Chairman Wilson 
K. Minor, comptroller, Standard Oil Com- 
pany of California. The president of Con- 
trollers Institute, D. E. Browne, vice pres- 
ident of finance and controller, Lockheed 
Aircraft Corp., presided at the annual 
business meeting as well as at the closing 
luncheon. Board Chairman Robert N. 
Wallis, vice president and treasurer, Den- 
nison Manufacturing Company, presided 
at the opening luncheon. 

Other presiding officers were Stanley B. 
Murray, president, San Francisco Control, 
and controller, M. J. B. Company; Harry 
R. Lange, vice president marketing, Cutter 
Laboratories; Wilbur R. Andreson, pres- 
ident, Los Angeles Control and vice pres- 
ident and general manager, Bekins Van 
and Storage Company; Noble E. Boyce, 
president, Seattle Control and controller, 
Safeway Stores, Inc. 
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(Continued from page 275) 


clearly correlated as to allow the applica- 
tion of the best judgment in determining 
a schedule of plant shipments by the old 
method. The average actual case would no 
doubt be far more complicated. The ship- 
ping schedules and freight costs under the 
two methods are shown in Table IV. 

It is noteworthy that where OR tech- 
niques are applied, improvements are as 
a rule indicated which vary from 5% to 
15% over the results obtained by apply- 
ing merely “good business judgment.” In 
most cases these improvements can be ef- 
fected without any change in methods or 
operations. 


Operations Research for the Businessman 


Can we reduce the inventory so that 
our costs of carrying it can be cut? 

We do not wish to increase clerical costs 
by ordering small quantities of material 
on a more frequent basis. We do not 
wish to place more than 64 purchase or- 
ders a year. It seems that we can meet 
these requirements and yet improve the 
inventory situation quite materially as 
shown in Table V. 


Generally, the carrying costs will ap- | 
proximate 20% per annum of the aver- | 
age inventory value so that in our example | 


the reduction in the average inventory 
levels represents a saving of some $2,900. 





TABLE V 
Old Method New Method 
Annual Orders Order Average Orders Order Average 
Item Usage per yr. Size Inventory per yr. Size Inventory 
1 $- 2,000 4 $5002. -$ 250 1 $2,000 $ 1,000 
2 32,000 4 8,000 4,000 4 8,000 4,000 
3 50,000 4 12,500 6,250 5 10,000 5,000 
4 72,000 4 18,000 9,000 6 12,000 6,000 
5 50,000 4 12,500 6,250 5 10,000 5,000 
6 18,000 4 4,500 2,250 3 6,000 3,000 
7 32,000 4 8,000 4,000 4 8,000 4,000 
8 98,000 4 24,500 T2230) y. 14,000 7,000 
9 18,000 4 4,500 2,250 3 6,000 3,000 
10 72,000 4 18,000 9,000 6 12,000 6,000 
11 8,000 4 2,000 1,000 2 4,000 2,000 
iV. 2,000 4 500 250 1] 2,000 1,000 
13 50,000 4 12,500 6,250 5 10,000 5,000 
14 18,000 4 4,500 2,290 3 6,000 3,000 
15 98,000 4 24,500 12,250 7 14,000 7,000 | 
16 8,000 4 2,000 1,000 a 4,000 2,000 | 
64 $78,500 64 $64,000 


Totals $628,000 


EXAMPLE 3 

A problem with which most manage- 
ments are very seriously concerned is that 
of deciding on the minimum levels at 
which inventories should be carried. This 
isan area in which OR techniques can be 
extremely useful. To illustrate: 

A company has an inventory consisting 
of 16 items. Present practice is to order a 
three-months supply of each item as the 
quantity on hand reaches a reorder point 
so that each item is ordered quarterly, 
usage being regular and nonseasonal. The 
whole procurement procedure thus re- 
quires issuance of 64 purchase orders per 
year for these 16 items. Each item is or- 
deted at a specific time in advance and 
the quantities ordered are received just as 
the balance on hand is used up. We there- 
tore decide that the average inventory of 
each item is 50% of the order quantities 
of each item on order (old method). 
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Reduction of Average Inventory Level—$14,500 or 18.5% 


In a large company where inventories are | 
heavy a study of this sort may produce | 
substantial savings. For a company which | 
can operate with an inventory of $64,000, 
a saving of $2,900 a year takes on some 
importance. 


EXAMPLE 4 


There are business problems in the 


solution of which it becomes important 
to appraise properly the probability of 
certain events to happen or not to happen. 
In fact, we meet such problems in our 
everyday lives and our ability to cope with 
them depends largely on our ability to 
evaluate the risks involved. For example: 


A company has an assembly line whic 


requires 300 men to operate it. If only 
299 men are present, the line cannot func- 
tion. Since absences inevitably occur we 
must maintain a reserve force of work- 


(Continued on page 306) 











This booklet 
ANSWERS 


the vital question: 


How much employee 
bond protection 
should your 
company carry? 


Now you can accurately determine 
the minimum amount of employee 
bond protection you ought to have. 
This booklet gives you a tested, 
scientific formula to establish that 
minimum! 

Prepared by the American Insti- 
tute of Accountants and the Surety 
Association of America, this book- 
let is based on a ten-year study of 
employee dishonesty in all lines of 
business. It demonstrates convin- 
cingly, through a table of actual 
losses, the dangers of under-in- 
surance. 

Why guess at the amount you 
need? You can have this authorita- 
tive guide just for the asking from 
the American Surety agent in your 
community. If you don’t know his 
name, write to our Agency Depart- 
ment and we'll gladly send it to you. 

Protecting American Businesses 
for over 70 years 


AMERICAN SURETY 
| COMPANY .socuin * SURETY * CASUALTY 


| FIRE ° INLAND MARINE ° HOMEOWNERS 
ACCOUNTANTS LIABILITY AVIATION 


100 Broadway * New York 5, N. Y. 
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OR for the Businessman 
(Continued from page 305) 


men. Assuming a low rate of absentee- 
ism, say, a loss of one man-day for each 


100 man-days worked, what manpower 


reserve do we need to preclude serious in- 
terruptions of the operations and keep to 
a minimum the cost of maintaining the 
needed reserve? 

Analysis and applicable mathematical 
methods will enable us to draw a chart 
similar to Exhibit I which indicates that if 
we are willing to accept a limit of oper- 


80 + 


40 + 


FRACTION OF OPERATING TIME 
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ating uninterruptedly 97% of the time, 
we will require only six men in reserve. If 
we desire uninterrupted operations 99% 
of the time we would require seven in 
reserve. 

Without the use of mathematical tech- 
niques it would be anyone’s guess as to 
what our reserve should be and the 
chances are good that some round figure 
such as 10 or 15 would be selected by 
management. While this might make cer- 
tain that our line operated uninterruptedly 
at all times, the costs involved may more 
than offset this advantage. 
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EXAMPLE 5 


Another critical type of problem which 
faces management is that of the “waiting 
line.” For example, assume that produc. 
tion men arrive at a tool crib window at 
an average rate of 40 men per hour. Time 
studies have shown that the tool cribs can 
on an average provide service for 50 men 
an hour. Because it costs a great deal of 
money if production men stand in line 
waiting for tools, the company limits the 
waiting time per man to five minutes. The 
problem is to determine whether or not 
the servicing rate in the tool crib is ade. 
quate to keep the waiting line below five 
minutes, without incurring excessive costs 
in the tool crib. The two graphs attached 
as Exhibit II(A) and II(B), based on 
mathematical calculations, indicate that in 
this particular situation the service rate is 
adequate since an average of four men 
will be in line at any one time (Exhibit 
II(A)) with an average waiting time of 
about 4.8 minutes (Exhibit II(B)). 

Note that these computations also estab- 
lish a danger signal. The graphs indicate 
that this operation must be carefully 
watched, since a slight increase in the ar- 
rival rate would cause the number of men 
who will be standing in line as well as the 
average waiting time for these men to in- 
crease very sharply. Although time studies 
show that the tool cribs can provide serv- 
ice at the rate of 50 men an hour, random 
arrivals at the tool crib window will pre- 
clude attainment of this rate of operation. 
In fact, the computations on which the 
charts are based show that an arrival rate 
of about 47 men per hour would in all 
probability create chaotic conditions. Thus 
management is provided with the means 
of holding under close supervision a phase 
of the operations which 1s approaching a 
critical point and which might easily result 
in substantial additional costs. 


AREAS OF APPLICATION 

The examples used to illustrate the re- 
sults which may be accomplished have in- 
tentionally been oversimplified. In prac- 
tice, the problems become very complex 
and in their solution highly intricate tech- 
niques are employed. Few problems will 
lend themselves to solution by the use of 
one simple technique. Usually, a combina- 
tion of various mathematical theories will 
be necessary. 

The business problems which perhaps 
offer the best opportunities for the advan- 
tageous application of OR techniques fall 
generally into the following six categories: 


. Inventory 

. Allocation 

. Scheduling or waiting line 
Replacement or renewal 

. Competitive situations 

. Information requirements 


AW Bw de 


The problems in each category have 
certain general characteristics: 
(Continued on page 308) 
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(Continued from page 306) 


1. Inventory Problems 


The questions to be answered most fre- 
quently are: 


a. When to order 
b. How much to order 
c. Combination of when and how much 


There are but few companies which 
could not benefit substantially from a 
more scientific approach to the various as- 
pects of their inventory situation. How- 
ever, the term “‘inventory”’ is used here in 
a broad sense and is not necessarily con- 
fined to its meaning in accounting termi- 
nology. For example, in the case of an air 
line the inventory control approach was 
used in solving the problem of deciding 
how many stewardesses to train and when 
to train them. Inventory-type problems ex- 
ist in many situations which we would not 
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ordinarily classify as “inventory” in the 


accounting sense. 


2. Allocation Problems 
These arise from the necessity for: 


a. Allocating limited resources to meet 
varying requirements 

b. Allocating limited requirements for 
best utilization of varying resources 

c. Combinations of both 


OR methods have been used to great 
advantage in scheduling production in a 
steel mill so as to make the best use of ex- 
isting equipment; in distributing freight 
cars among terminal points to meet de- 
mands; in determining the best product 
mix for a refinery; in determining base lo- 
cations and the best number of bases for a 
scheduled air line; in determining how 
salesmen should divide their time between 
accounts to secure “‘optimum’’ returns; 
and in other similar types of problems. 


3. Scheduling or Waiting Line Problems 
These arise from the inability to regu- 
late the flow of work to be done in perfect 
relationship to the availability of the fa- 
cilities for doing that work. Solutions of 
these problems are concerned with mini- 
mizing costs of : 
a. Waiting time of people (this may be 
an intangible cost such as loss of cus- 
tomer good will in a supermarket, or 
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All replies held strictly confidential. Submit resume 
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a tangible cost such as pay of em. 
ployes while waiting at a stockroom 
window) 

b. Waiting time of facilities 


The many problems in this category in. 
clude (to mention only a few) determina. 
tion of: 


a. The number of toll booths required 
for a bridge, tunnel or toll road 

b. The extent of loading or unloading 
facilities required in a warehouse 

c. The number of clerks required ina 
large supply room or tool room 

d. The number of trucks, cars or air. 
craft required in a transportation sys. 
tem to meet fluctuating demands 

e. The best method of loading or 
scheduling a production or assembly 
line 


f. The number of extra drivers, pilots, | 


etc. required in a transportation sys- 
tem where service must be main- 
tained to a specified degree of eff. 
ciency 


4. Replacement or Renewal Problems 
These are generally of two types: 


a. Determining when to replace so as 
to minimize costs due to loss of effi- 
ciency Or excessive maintenance 


These are the common capital asset re- 
placement problems that all businesses 
face and where more exact information 
can prevent unnecessary expenditures of 
substantial sums of money. 


b. Determining when and how to make 
individual or group replacements so 
as to achieve the greatest possible 
economy in situations such as the re- 
placement of light bulbs in a large 
plant, replacing rail on a railroad, re- 
placing tires on a fleet of cars or 
trucks and a variety of similar situ- 
ations 


5. Competitive Problems 

Here is where the so-called ‘‘game the- 
ory,” so widely used in the solution of 
problems of the military, furnishes 4 
handy tool to better solutions to business 
problems. In these cases, action by one 
party produces a reaction by the other and 
the problem is to decide on the best strat- 
egy to follow. Bidding on contracts and 
the determination of economic limits in 
the expenditures which a company might 
incur in the preparation of bids are illus- 
trations of problems in this category. 


— 
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6. Information Problems 
These are of two types: 


a. Those which involve proper selec- 
tion of samples to provide a basis for 
correct decisions 

Analysis of markets and the design of 

statistical quality-control programs are ex- 
amples of this application. Others include 
the development of sampling programs in 
testing utility invoices, settling costs of in- 
terline shipments on railroads and air lines 
and in similar problems where the masses 
of data cannot be analyzed completely be- 
cause of the cost involved. 


b. Those which are collectively referred 
to as ‘filing’ problems 

What is generally known as ‘“‘informa- 
tion” varies greatly in importance. Some 
information loses its value very rapidly 
while other information is of lasting 
value. Some information must be accessi- 
ble with a minimum delay while not a 
great deal is lost if other information is 
difficult to find or if it cannot ke found at 
all. The problems here involve decisions 
as to the retention, arrangement, etc. of 
information for maximum efficiency. The 
basic principles of arrangement in the 
order of accessibility, importance, etc. for 
maximum efficiency are observed :n other 
situations which we do not, as a rule, asso- 
ciate with filing. However, the similarity 
to filing is discernible in such problems as 
assigning the best locations to departments 
in department stores, designing the layout 
of supermarkets, etc. 


* B * 

A question which arises frequently is 
whether or not the results of CR studies 
can be easily applied in business pro- 
cedures. In most cases the results can be 
expressed in the form of tables, charts or 
gtaphs and rather simple instructions suf- 
fice in the preparation of the needed in- 
formation on a continuing or periodic 
basis. The foregoing illustrations were de- 
signed to show that OR can furnish man- 
agement with better and more reliable 
data upon which to base decisions. It is 
another method that can be used to pro- 
Vide assistance. Despite extravagant claims 
of the enthusiasts, however, OR is not 
management in itself. The decisions must 
always rest with management. 

As to future trends, it is already becom- 
ing apparent that there will be important 
changes in the type of information fur- 
nished to management and that as time 
goes on many recurring reports will con- 
tain data that today are not available. 
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How XEROGRAPHY 


cuts duplicating costs $22,500 a year 
at AMERICAN MUTUAL LIABILITY INSURANCE CO. 





John Q. Adams, Manager of Communications and Printing Department, instructing operator at XeroX Camera No. 4. 


SPEEDS PAPERWORK @ Communications speeded © Costs reduced 
® Accuracy improved @ Human error removed @ Doubt eliminated 
© Need of two typists and proofreader completely relieved. 


“As a rule,” asserts John Q. Adams, 
communications and printing manager 
of the American Mutual Liability In- 
surance Co., “when you improve pro- 
duction efficiency by relieving manhours 
or bottlenecks in one phase of the plant, 
you invariably pick them up in another. 
“However, installed the 
XeroX® copying equipment, the load was 
not transferred—it was eliminated.” 
Xerography is used at American Mu- 
tual in the preparation of thousands of 
offset paper masters a year from which 
multiple copies are then run off on an 
offset duplicator. American Mutual’s 
goodwill depends largely on the manner 
and extent it serves its policy holders. 
Consequently, the effective- 
ness of its “Mr. Friendly” 
advertising is enhanced be- 
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WRITE for proof-of-performance folders 
showing how xerography is saving time 
and thousands of dollars for companies 
of all kinds, large and small. 


THE HALOID COMPANY 
57-21X Haloid Street, Rochester 3, N. Y. 
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cause clients and _branch- 
office personnel are ade- | 
quately and properly in- , 


formed at all times. 

XeroX copying equipment forms the 
lifeline of this flow of information. Forms 
reproduced by xerography include office 
and policyholder forms, copies of corre- 
spondence, news releases, reports of all 
kinds, training and procedure manuals, 
instructions, and miscellaneous memos. 

American Mutual uses xerography for 
many other purposes. It has led to a 
dramatic cost improvement in dupli- 
cating operations and an actual docu- 
mented saving of 66%. The improved 
speed of communications is even more 
gratifying. Besides, things are now being 
done by xerography that before were 
deemed impractical. 


cheapest, most versatile way to make masters for duplicating 


Anything written, printed, typed or drawn can be quickly copied by 
xerography onto masters for duplicating. Copies in the same, enlarged, 
or reduced size can be made from one or both sides of the original 
material, by this dry, photo-exact, electrostatic copying process. New 
developments make xerography the one, all-purpose, fast and economical 
process for copying onto different types of masters for duplicating. 
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Earnings Outlook 

Early reporting corporations turned in 
an earnings gain of almost eight per cent 
for the first quarter of 1957 compared to 
a year earlier. A total of 536 companies 
grouped in 28 classifications of business 
reported an aggregate first quarter net in- 
come of $2.9 billion, compared with 
slightly less than $2.7 billion for the same 
eriod a year earlier, according to the 
Wall Street Journal's quarterly earnings 
study. 


Business Growth 

Dun’s Review and Modern Industry ex- 
pects 4.5 million concerns in operation by 
1960; 4.9 million by 1965; 5.25 million 
by 1970; and 5.75 million by 1975. This 
anticipated business growth is linked to 
today’s population upsurge. On an aver- 
age day in 1957, more than 11,500 Amer- 
ican babies will be born; more than 4,300 
marriages will take place; and approxi- 
mately 4,300 Americans will die. Each 
such average day in 1957 will bring a net 
increase in population of almost 8,000. 


Manufacturers’ Sales 
Manufacturers’ sales totaled $30 billion 
during March, or five per cent higher than 





CONTROLLERSHIP INFORMATION SERVICE 


OteA 


March 1956, according to the U. S. De- 
partment of Commerce. New orders edged 
down from the February seasonally ad- 
justed rate, and unfilled order backlogs 
also declined. Inventory book values con- 
tinued to rise. 


This Electronic World 

Bell Telephone laboratories announces 
an experimental device which would per- 
mit electronic computers or even adding 
machines to “‘talk”’ to each other at speeds 
of 1000 words a minute by means of mag- 
netic tape and telephone lines. 


Eastern Air Lines is installing a $5 
million electronic reservations center in 
New York City. The heart of the center 
will be a Univac data-processing machine. 
The system, when in operation, will 
handle reservations between 121 cities and 
have a capacity of 60,000 reservations a 
day. 


Centralized Traffic Control (CTC) is 
proving one of the most important devices 
relied upon by railroads in recent years to 
reduce costs. While only about 30,000 of 
the 233,000 miles of track operated today 
are ruled by CTC, carriers report savings 
averaging 15 to 30 per cent a year on cost 


CONTROLLERSHIP FOUNDATION, /” response to an inquiry, has 
compiled a list of selected references on the subject of 
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“Fringe Benefits for Executives,” Survey of 
the Month, March 1956, p. 27 +. 
L.R.B. & M. Journal (Tax Supplement) 
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High-Salaried Employes,’ August 15, 1955. 
Management Record 

“The Can Companies’ Supplemental Benefit 
Plans,’ October 1955, p. 394 +. 
The Tax Executive 

“Fringe Benefits for Corporate Executives as 


Related to Their Estate Planning,’ Robert G. 
Surridge, January 1957, p. 190 +. 
PAMPHLETS 
American Management Association 
“Executives Incentives: Special Insurance 


Plans,” Charles E. Tosch, p. 10 + in Problem 
Areas in Corporate Insurance Planning, Insur- 
ance Series No. 113, 1956, 48 pp. 

“Developing Effective Incentives for Manage- 
ment, A Review of Current Practices,” Dean H. 
Rosensteel (Director of AMA Executive Com- 
pensation Service), Personnel Series, May 1955, 
p. 520 +. 
Institute of Newspaper Controllers & Finance 
Officers 

“Relationship Between Fringe Benefits and 
Taxation,” S. §. Mintz, Bulletin 70, April 1954. 
Institute of Newspaper Controllers & Finance 
Officers, 230 W. 41st Street, New York 36, 
N.Y. 

BOOK 


“Fringe Benefits for Executives,’ A Dartnell 
Survey, The Dartnell Corporation, Chicago, 
1956. 
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of installation—in some cases even more 
With all its electronic intricacy, CTC in. 


volves a relatively simple operation jg} 


allowing a dispatcher to guide the move. 
ment of trains within a vast area by cop. 


trolling remote switches and signals, Fo; | 


most roads, CTC’s big appeal is the say. 
ings that can be effected in maintenance: 


according to the AAR, the industry spends F 


an average of $2,800 a mile a year in 
maintaining mainline tracks so any appli 
cation of CTC, which permits use of 
fewer tracks, results in substantial savings, 


Standard and Poor’s Corporation is dis. 
tributing its new hourly index of 500 
New York Stock Exchange listings. The 
500 stocks represent 90 per cent of the 
aggregate market value of the 1,100 
common stocks on the Exchange. The im. 
pulses that activate a Stock Exchange 
ticker are fed into a reperforator, which 
reproduces a six-channel tape which js 
then converted into a four-channel tape to 
be used in the’ Datatron. The Datatron 
can give a composite average of the stock 
at any moment by multiplying each price 
by the outstanding shares and relating the 
resulting figure to a similar product for 
the 1941-43 base. 


The Heath Company, a subsidiary of 
Daystrom, Inc., has a_build-it-yourself 
computer kit with prices ranging from 
$500 to about $1000. The company says 
that the average handyman can assemble 
the computer in about 200 hours. 


Automation at Work 


The New York Central Railroad has a 
$10.5 million push-button freight classifi 


cations center in Buffalo. The Central | 
expects the new facility to reduce operat: | 


ing expenses by $4.5 million a year and 
thus pay for itself in slightly more than 
two years. 


Billionaire List 

The United Press reports that a record 
total of 81 companies now qualify as 
members of the billion-dollar club. These 
companies all have assets of at least $1 


billion. Four companies were added to the f 


list during 1956. 


Business Failures 

In 1955 the failure rate per 10,000 op- 
erating concerns was 76 for manufactur- 
ing and 31 for all retail stores. A report 
by Dun and Bradstreet shows that in the 


manufacturing concerns the 1955 failure 


rate was highest for furniture stores—216 


followed by leather and shoes—151, elec: | 
tric machinery—148, and apparel—142. | 


At the low end of the scale were lumber 
—28, printing and publishing—31, and 
paper—33. Other categories which wet 
below the average of 76 per 10,000 for 
all manufacturing firms were stone, clay 
and glass products, chemicals and drugs 
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rugs 


products, food, and textiles. Other cate- 
gories above the 76 average were machin- 
ety, transportation equipment, and metal. 

In retail stores the highest rates of fail- 
ure in 1955 were children’s wear—137, 
women’s ready-to-wear—109 and men’s 
weat—106. At the low end of the scale 
were package liquor—9, hardware—18, 
and farm equipment—19. 


Installment Credit 

Consumers’ installment debt rose $40 
million during March, according to the 
FRB. This increase was sharply below the 
climbs of $197 million a year earlier and 
$447 million in March 1955. 


Investment Outlook 

Recent accumulations of unsold new is- 
sues indicate that the large demands for 
investment funds which characterized the 
capital markets in 1956 are continuing in 
1957. Financing requirements are ex- 
pected to remain strong through much of 
this year, according to “The Investment 
Outlook for 1957” released by Bankers 
Trust Company, New York. 

Points brought out in the study include: 

The inflow of funds to the major sav- 
ings institutions in 1957, it is expected, 
will be somewhat less than in 1956; 

No letdown is seen in corporate financ- 
ing this year, despite an anticipated level- 
ing off in capital expenditures and a reduc- 
tion in new working capital requirements ; 

Total mortgage debt is expected to 
increase by $13 billion in 1957, compared 
with $14.8 billion in 1956; 

If the financing environment continues 
more favorable, state and local govern- 
ments will probably be in the market for 
considerably more long-term money this 
year than in 1956. 
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Buyers of Insurance 


Seeking expert, impartial advice on their over-all Insurance 
Program, or on special problems, are directed to our Survey, 
Audit and Advisory Division. Our staff of insurance analysts and 
technicians furnish the following types of service on a fee basis: 


© Industrial and Commercial Insurance Programs audited for 
adequacy of coverages and correctness of costs. 


e Tests and recommendations as to the best type of Retrospec- 
tive Rating plan for a particular business. 


Analyses of existing or proposed Self-Insurance plans for 
particular loss exposures. 


e Employee Benefit plans set up or serviced. Includes all — 
of Group Insurance as well as insured or self-insured Pen- 
sion Plans. 


© Advice on or supervision of Mutual or State Fund insurance, 
or on policies placed through designated Brokers or Agents. 


Arrangements may be made for a preliminary discussion of your 
use of any of these services—of course without obligation. 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 














CONTROLLER 


Salary—to $12,000 


For research division of well-known New England com- 
pany with multi-plant operations. Position involves 
working with research and development management 
on forecasting quotations, budgets and other financial 
problems; and handling all accounting applying to both 
government and commercial business of the research 
division. 

5 years minimum experience in cost accounting for re- 
search and development projects in a large national 
company is necessary. 


Education: desire graduate study in accounting with un- 
dergraduate education in science or industrial manage- 
ment. 


All replies held strictly confidential. Send resume of ex- 
perience and qualifications to: 


The CONTROLLER 
Box D2277 


2 Park Avenue New York 16, N. Y. 
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TOP MEN ... 

J. Shannon Gustafson was recently 
elected president of his company, Infilco 
Incorporated, Tucson, Ariz.; he had been 
executive vice president and treasurer... . 
Vincent W. T. Scully is now president of 





on 


MR. GUSTAFSON 


the Steel Company of Canada, Ltd., Ham- 
ilton, Ontario, Canada. . .. Arthur T. 
West was elected to the presidency of Na- 
tional Tool Company, Cleveland, Ohio. 


PROMOTIONS .. . 

Corn Products Refining Company, New 
York, recently announced the appointment 
of John W. Scott, Jr., as senior financial 





MR. SCOTT 


officer and Howard C. Harder as treasurer. 
. . . Edward A. Ravenscroft is now finan- 
cial vice president of Abkott Laboratories, 
N. Chicago, Ill. . . . John W. Gasink 
was elected vice president and treasurer of 
Fasco Industries, Inc., Rochester, N. Y. 
... J. S. Pink has been appointed con- 
troller of Otis Elevator Co., New York. 





MR. SCULLY 





MR. HARDER 


. . . William H. O’Brien was elected vice 
president-finance of Shulton, Inc., New 
York. 

Phillip R. Gates has been appointed vice 
president of United States Cold Storage 
Corporation, Chicago, Ill. . . . John C. 


MR. O’BRIEN 


Cobourn was elected financial vice presi- 
dent of Diamond Crystal Salt Company, 
St. Clair, Mich. . . . American Sugar Re- 
fining Company, New York, has elected 
George F. Lamb, Jr., treasurer. . . . Paul 
F. Dickmeyer was elected treasurer of Fort 
Wayne Corrugated Paper Company, Fort 
Wayne, Ind., succeeding Earle L. Rich who 
has retired. 





MR. BECKERS MR. 


Leonard F. Beckers was recently elected 
controller of Crown-Zellerbach Corp., San 
Francisco, Calif. . . . John K. Foster is 
now senior vice president of the Shenango 
Furnace Company, Pittsburgh, Pa... . 
William G. Gisel has been elected vice 
president of Bell Aircraft Corporation, 
Buffalo, N. Y. Norton C. Willcox was 
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MR. BIXBY 





elected controller of the same company. 

Bernard J. Lavin was elected controller 
of G. Krueger Brewing Company, New. 
ark, N. J... . Anthony J. Frystak has 
been named vice president of Poor & Com. 
pany, Chicago, Ill... . Texas Eastern 
Transmission Corp., Shreveport, La., has 
elected J. E. Bixby as treasurer. . . . Wil- 
liam W. Whitnell was recently appointed 
vice president of National Cylinder Gas 
Company, Chicago, III. 


ADDITIONAL DUTIES FOR... 

H. J. Haughton who is now vice presi- 
dent and controller of Jones & Laughlin 
Steel Corporation, Pittsburgh, Pa... . 
D. M. Voitsberger who was elected vice 
president and comptroller of S. S. White 
Dental Manufacturing Co., Philadelphia, 
Pa. . . . William A. Marshall, who in ad- 
dition to secretary-treasurer of the Toledo 





~ 


MR. WHITNELL 


Edison Company, Toledo, Ohio, is also 
vice president. . . . Josiah V. Colley who 
now has the title of vice president as well 
as treasurer and assistant secretary of the 
Dayton Power and Light Company, Day- 
ton, Ohio. 

Rudolph W. Sandburg who was elected 
controller and treasurer of the Power 
Equipment Company, Galion, Ohio. . . . 





HAUGHTON MR. COLLEY 


David Grossberg who has been elected 
secretary and comptroller and a director of 
Stern & Stern Textiles, Inc., New York. 
. . . L. Keith Goodrich who was clected 
vice president and treasurer of McGraw- 
Hill Publishing Co., New York. Mr. 
Goodrich is outgoing president of the 
New York City Control of Controllers In- 
stitute and was recently elected a national 
director from Region 2. 
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MR. GOODRICH 


L. §. Cline who was recently elected vice 
president and secretary of Bucyrus-Erie 
Company, S. Milwaukee, Wis. . . . John 
R. Reuling who was elected treasurer and 
controller of Pemco Corporation, Balti- 
more, Md. . . . James A. Lind who has 
been named vice president-finance of Thor 
Power Tool Company, Chicago, IIl., and 
will continue as treasurer. 


NEW CONNECTIONS .. . 


W. Raymond Parshall was recently 
elected treasurer of Van Norman Indus- 
tries, Inc., New York. . . . Ellis M. Moore 
is vice president-finance of the F. & M. 
Schaefer Brewing Co., Brooklyn, N. Y. 
... Thomas H. Casson has joined the 
Teleregister Corporation of Stamford, 
Conn., as vice president-finance and con- 
troller. . : . John L. Auch is treasurer of 
National Electric Products Corporation, 
Pittsburgh, Pa. . . . Leonard A. Stern re- 
cently became controller of the Barbizon 
Corporation, New York. 


NEW DIRECTORS .. . 


Christian E. Jarchow, executive vice 
president, International Harvester Com- 
pany, Chicago, IIl., to the Board of Poor 
& Company. . . . Wm. Herbert Carr, vice 
president-finance, California Packing Cor- 
poration, San Francisco, Calif., to the 
Board of Canadian Canners Limited, 
Hamilton, Ontario. . . . D. E. Browne, 
vice president-finance and controller, Lock- 
heed Aircraft Corp., Burbank, Calif., to 
the Board of TelAutograph Corp., Los 
Angeles, Calif. . . . Lester T. Moate, con- 
troller of American Steel Foundries, Chi- 
cago, Ill., to the Board of General Steel 
Castings Corp., Granite City, III. 

To the Board of their own companies— 
Charles C. Jarchow, president of Ameri- 
can Steel Foundries, Chicago, Ill... . 
Frank $. Capon, treasurer, DuPont Com- 
pany of Canada Limited, Montreal, Que. 
»+.C. J. Kushell, Jr., vice president-fi- 
nance, Montgomery Ward & Co., Chicago, 
Ill... . William C. Watson, treasurer of 
Chesebrough-Pond’s Inc., New York. . . . 
Perry A. White, general controller, Bald- 
win-Lima-Hamilton Corp., Philadelphia, 
Pa... . Gordon B. Rockafellow, treas- 
uret and secretary of American Bakeries 
Company, Chicago, III. 
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MR. REULING 





MR. PARSHALi 


RETIREMENTS .. . 

Henry G. Diefenbach, vice president 
and comptroller of the United States Trust 
Company of New York, where he has 
been employed since 1917, will retire on 
June 30. . . . George H. Albach, comp- 
troller, New York Central Railroad Com- 
pany, New York, retired on April 1. 


HONORS TO... 


C. Paul Hulten, vice presideat and 
comptroller of First Western Bank & 
Trust Co., San Francisco, Calif., who was 
the subject of a recent issue of the San 
Francisco Call-Bulletin’s “Profile of an 
Executive’ series. 


EXTRACURRICULAR ACTIVITIES .. . 


Hugh W. Fraser, Jr., vice president and 
comptroller of the Citizens and Southern 
National Bank, Atlanta, Ga., is serving 
as general chairman of the 33rd Annual 
Convention of the National Association 
of Bank Auditors and Comptrollers, 
scheduled to be held in Atlanta on Oc- 
tober 7-10. Among those serving with 
Mr. Fraser are Steve H. Bomar, NABAC 
president and vice president and treasurer 
of the Trust Company of Georgia, At- 


MR. CASSON 








MR. AUCH 


lanta, and Winslow E. Pike, vice chairman 
of the Convention and vice president and 
controller of the First National Bank of 
Atlanta. 

Lester C. Hopton, first vice president of 
Ingersoll-Rand Company, New York, and 
F. William Kahrl, controller of The 
Cooper-Bessemer Corp., Mount Vernon, 
Ohio, are serving as chairman and vice 
chairman respectively of the Accounting 
Council 1956-57, Machinery and Allied 
Products Institute. . . . Ralph W. Miller, 
vice president & treasurer of The Lodge 
& Shipley Co., Cincinnati, and Elmer F. 
Franz, treasurer of The Yale & Towne 
Mfg. Company, New York, serve as chair- 
man and vice chairman of the Financial 
Council 1956-57, Council for Technologi- 
cal Advancement. 


AUTHORS ... 


|. Wayne Keller, controller, Armstrong 
Cork Company, Lancaster, Pa., is author 
of a book, “Management Accounting for 
Profit Control,” published by McGraw- 
Hill Book Company, Inc., New York. A 
review of his book will appear in a future 
issue of THE CONTROLLER. 


(Continued on page 316) 
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The rate of national economic growth 
is great enough to assure a gain of nearly 
$1 billion in federal income tax revenue 
even after allowance is made for the pro- 
visions of the NAM five-year plan for the 
reduction of high and discriminatory taxes, 
the National Association of Manufactur- 
ers asserts in a booklet issued recently. 
Under the program for reducing taxes of 
individuals and corporations to a top rate 
of 35 per cent through annual adjust- 
ments, the revised edition of “Facing the 
Issue of Tax Discrimination’’ shows how 
the ‘‘total apparent loss” of $12,897 mil- 
lion in collections would be more than 
offset by $13,867 million in new tax 
money—a plus factor of $970 million. 

A more equitable tax structure, the 
booklet points out, will contribute vitally 
to national growth by eliminating the tax 
block to the accumulation and use of 
venture capital. 

But equally as important, the booklet 
shows how removal of “oppressive taxa- 
tion” would also prove of lasting benefit 
to national well-being in the form of 
higher living standards for increasingly 
greater numbers of Americans; faster eco- 
nomic development and checking of in- 
flationary pressures. 


Income Tax Discrimination 


“The five-year plan,” says a foreword 
by Wm. J. Grede, president of Grede 
Foundries, Inc., Milwaukee, Wis., and 
chairman of NAM’s taxation committee, 
“has ignited the imagination of many per- 
sons and groups to the possibility of 
achieving a tax structure which provides 
adequate revenue but does not thwart en- 
terprise and penalize the successful. 

“The principles and objectives of the 
plan have been embraced by a great num- 
ber of business and other organizations 
and the list is growing daily. For the first 
time since steep progression became the 
guide rule of federal tax policy, there is a 
broadly based and unified movement to 
establish rate moderation as the first prin- 
ciple of income taxation.” 

Besides marshalling the major materials 
and arguments in support of the program 
that seeks to wipe out injustices in indi- 
vidual income tax rates that reach as high 
as 91 per cent and the top corporate rate 
of 52 per cent, the booklet demonstrates 
how other tax cut proposals would either 
prove injurious to the country’s economy 
or fall far short of providing proper re- 
lief. 

“Achievement of the goals of the five- 
year plan,” the booklet concludes, ‘‘would 








ment contracts. 


2 Park Avenue 





ASSISTANT CONTROLLER 
CORPORATE ACCOUNTING 


Salary—to $16,000 


For well-known electronics manufacturing concern 
with multi-plant operations. Responsibilities include 
administration of corporate accounting functions, in- 
cluding general accounting; government contract ac- 
counting, administrative and services accounting. 


Experience required: at least 10 years in general account- 
ing for a multi-plant company and thorough knowledge 
of cost accounting procedures related to large govern- 


Education: Bachelor’s degree in accounting with gradu- 
ate study in accounting or finances required. 


Position is in Massachusetts. All replies handled in 
strict confidence. Please submit resume to: 


The CONTROLLER 
Box D2278 


New York 16, N. Y. 
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release the tax blocks to the beginning : 


and development of small business and 
assure maximum growth of all business 
without government manipulation and 
control. A large part of the tax saving 
would become new venture capital. 
“The bulk of the individual tax reduc. 


tions would flow to the energetic and am. © 


bitious people who are the economic 
builders and job makers of tomorrow.” 

Copies of the booklet are available at 
NAM headquarters, Two East 48th Street, 
New York 17, N. Y., and at the associa. 
tion’s field offices. 


Business Expectations 


Executives expecting an increase over a 
year ago in their third-quarter sales were 
more than five times as numerous as those 
expecting a decrease, according to the 
latest Dun & Bradstreet survey of busi- 
nessmen’s expectations. Optimistic, but 
not quite as cheery as the survey for the 
second quarter was, when the “ups” out- 
numbered the “downs” by more than 
twelve to one. 

Manufacturers of nondurable goods ex- 
pected their third-quarter sales to surpass 
a year ago more frequently than did the 
other businessmen. They were also some- 
what more optimistic, profit-wise, than the 
others. It was the consensus among more 
than half (54 per cent) of the exeu- 
tives that their third-quarter profits would 
be as high as a year ago, while 36 per cent 
looked for an increase and 10 per cent 
were apprehensive of a decline. 


Although the majority of the executives | 
foresaw no change in their third-quarter f 
selling prices as compared with a year ago, J 


those expecting an increase were more 
than ten times as numerous as those ex- 


pecting a reduction. Wholesale prices at f 


the time of the survey averaged about 2 
per cent above the level in the third quar- 
ter of 1957. 

Stability in inventories was implied in 
the preponderance (60 per cent) of ex 
ecutives who expected no change from 
last year in their inventories in the third 
quarter of 1957. While more business- 
men expected that their stocks would be 
larger than a year ago than thought they 
would be smaller, this may not call for 
much change from current levels, since 


business inventories in the early months of f 
1957 were running slightly higher than f 


in the third quarter of 1956. 

The maintenance of high employment 
levels in the third quarter of 1957 seemed 
assured with 86 per cent of the business- 
men expecting to need at least as many 
employes as in the record third quarter of 
1956, and 10 per cent expecting to i 
crease the number of people on their pay: 
rolls. 
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Fewer Americans, more foreign person- 
nel, are staffing overseas plants than ever 
before, according to a Dun’s Review and 
Modern Industry survey of 93 U. S. com- 

anies with a $3.8 billion overseas plant 
investment and a total overseas payroll of 
614,973 (including only 4,955 Ameri- 
cans) in 70 countries. The ratio of foreign 
nationals over American managets and 
technicians is 125 to 1, according to the 
survey findings reported in the April 1957 
issue of the magazine. 

Checking the percentage share of total 
net profits derived by the companies from 
overseas operations, the magazine found: 
Over 41 per cent of the companies realized 
from 1 to 10 per cent of their net profit 
from overseas operations; more than 13 
per cent, 11 to 20 per cent of net profit; 
and 17 per cent, more than 75 per cent of 
their net profit. Well over two-thirds of 
the reporting companies have been estab- 
lished abroad for more than 20 years. 

The survey disclosed that only 6.3 per 
cent of investment was in the politically 
troubled Middle East, with the lion’s 
share in Latin America, Canada, and Eu- 
rope. 

Respondents were asked to identify the 
special qualifications they seek for overseas 
American personnel. Next to technical 
competence and knowledge of company 
methods, the factors more often stressed 
were: (1) Prior overseas experience as an 
indication of the ability to adjust to dif- 





| The Vanishing American in Overseas Plants 


ferent working and living conditions, and 
(2) Knowledge of or aptitude for learn- 
ing foreign languages. The survey also 
mentions many other factors considered 
important by respondents. 

While most Americans go overseas to 
make more money, the survey discloses, 
they also go to advance more quickly in 
their companies, to live better at lower 
costs, to benefit from tax exemptions, and 
to increase their fringe benefits. 

According to the survey, the turnover 
rate for half the companies is claimed to 
be lower than for domestic operations, and 
only 10 per cent say it is higher. 

Selection methods for overseas employ- 
ment are as varied and haphazard, accord- 
ing to the Dun’s Review study, as they are 
for domestic employment. And fewer than 
15 per cent of the companies spend any 
appreciable time in orienting the employes 
(and their families) to the special prob- 
lems of living and working overseas. 

“This review of American operations 
overseas,” the magazine states, “shows 
both great progress and the need for better 
methods. The increasing use of foreign 
nationals seems advantageous from the 
point of view of stability and profit. Amer- 
ican personnel will still be required for 
overseas assignment. But there is great 
need for research to develop better meth- 
ods of identifying those who will succeed 
abroad.” 


Tax Lectures on Records: 
New Training Idea for Accountants and Lawyers 


A novel and time-saving way for ac- 
counting and legal firms to keep their staffs 
informed about new developments in the 
field of taxes has been announced by Tax 
Lectures on Records, Inc., New York. The 
new organization, founded and headed by 
certified public accountants and attorneys, 
is launching a series of phonograph record- 
ings of lectures by leading practitioners in 
the field. 

Subjects and lecturers recorded on the 
first four discs produced for the group by 
Capitol Records, Inc. are as follows: “Col- 
lapsible Corporations,” by Robert An- 
thoine, professor of law at Columbia Uni- 
versity, New York; “Pension and Profit- 
Sharing Plans for the Small Business’ and 
Stock Options,” by Walter Slowinski, 
Washington attorney; “Depreciation,” by 
Michael Bachrach, CPA, Pittsburgh, and 
Exclusions from Gross Income,” by Harry 
Janin, CPA, New York, and—the fourth 
tecord—"Collapsible Partnerships” by Jo- 
seph Driscoll, professor of taxation at 
George Washington University, Washing- 
ton, D. C., and “Attributions of Stock 
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Ownership,” by Leonard L. Silverstein, at- 
torney, that city. 

Accompanying each record is a brochure 
of lecture notes coordinated with the 
spoken material on the record; the section 
of the Internal Revenue Code under dis- 
cussion; the regulations applicable thereto, 
as well as case citations, congressional com- 
mittee reports and pertinent information. 

The group sponsoring the records also 
has in production the first of a series en- 
titled ““Tax Developments of the Month” 
—a periodic release covering tax cases, 
revenue rulings, pending tax legislation 
and similar developments. 

According to Arthur Berk, CPA, presi- 
dent of Tax Lectures on Records, Inc., the 
recordings will be offered for use at staff 
tax meetings or to be loaned to staff mem- 
bers for play-back at home. All are 33 rpm 
long-playing records. They are priced 
at $2.00 for the lecture by Professor An- 
thoine, and $3.95 each for the others. All 
four in the present series may be purchased 
for $12. The organization, 550 Fifth Av- 
enue, New York 36, N. Y. 
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WANT HELP? Swamped by all the mate- 
rial on electronics? Can't find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 


If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 
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EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER 


CPA (N. Y.), 29, family, background as con- 
troller, budget director, plus public experi- 
ence. Member AIA, N. Y. State Society of 
CPA’s, national honor fraternity. Desires re- 
sponsible accounting position with progres- 
sive industrial firm—eastern location. Box 
Zey2. 


COST REDUCTION 


MIE, BEE, Graduate Business Administration. 
Ten years’ diversified experience in leading 
corporations in areas of systems and proce- 
dures, production control, project engineering, 
statistical work measurement, machine evalu- 
ation, research. Qualified to manage and 
conduct cost-reduction and decision-making 
studies. Personable, supervisory experience, 
accustomed to working with all levels of an 
organization. Box 2273. 


ASSISTANT CONTROLLER 
INDUSTRIAL 
COST ACCOUNTANT 


CPA, age 37, having excellent administrative 
and industrial cost background, desires a po- 
sition with progressive company. Extensive 
experience on a supervisory level in cost ac- 
counting systems, IBM procedures, confer- 
ences, armed services procurement proce- 
dures. Box 2274. 


ADMINISTRATIVE FINANCIAL CON- 
TROL EXECUTIVE—Age 48, 27 years with 
three sizeable hard goods distributors as cor- 
porate financial accounting officer, credit, 
personnel. At present controller-treasurer of 
large investment finance and holding com- 
pany in Southwest. Prefer Southwest, Cali- 
fornia or Florida. Box 2275. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 





316 


Pe rsona | Notes (Continued from page 313) 


AUTHORS (cont.) 

Nelson J. Kemp, vice president, Conti-* 
nental Gin Co., Birmingham, Ala. and 
Raymond G. Lochiel, vice president and 
treasurer of Capital Airlines, Inc., Wash- 
ington, D. C. were among the authors rep- 
resented in the April 1957 issue of the 
NACA Bulletin. Mr. Kemp discussed 
“Job Order Cost for a Heavy Machinery 
Company.” Mr. Lochiel, a vice president 
and national director of Controllers Insti- 
tute, presented ‘Solving Cost Problems in 
Airline Management.” 

Gerald Carlisle, treasurer of Microma- 
tic Hone Corporation, Detroit, is the 
author of an article “Reasonable Standards 
for Research and Development Expendi- 
tures’ in the March 1957 issue of MAPI 
Financial Review. . . . Paul A. Walgren, 
controller of University of Southern 
California, Los Angeles, is author of an 
article entitled “The Mechanics of Reg- 
istering Students” published recently in 
College and University Business. 

Harry O. Humbert, controller of the 
Roosevelt Hospital, New York, is author 
of an article on “Accounting Lights the 
Administrator's Path” in the April 1957 
issue of Modern Hospital. Mr. Humbert 
is a director of the Baltimore Control of 
Controllers Institute. . . . George Moller, 
treasurer, Robertson Irwin, Ltd., Hamil- 
ton, Ontario, has an article entitled ‘“In- 
troduction to Managerial Accounting” 
in the February 1957 issue of the Com- 
merce Journal. 

A. A. Buzzi, controller of Shell Oil 
Company, New York, and vice president 
for finance and accounting of the Ameri- 
can Petroleum Institute, contributed an 


article entitled ‘The Finance People” tp 
the Spring 1957 issue of the API Qua. 
terly. . . . John B. Scott, controller, Vig. 
tue Bros. Mfg. Co., Los Angeles, Calif 
explained “How We Cut Record-Posting 
Time Ten Days” in an article publish 

in the May 1957 issue of Office Manage. 
ment. . . . Lyall Barnhart, vice president 
and comptroller, the First National Bank 
and Trust Company, Oklahoma City 
Okla., is author of “A Look at Fringe 
Benefits,” appearing in the May 1957 js. 
sue of Awditgram. ... Alvin Brown 
vice president-finance of Johns-Manville 
Corp., New York, is author of ‘Financial 
Approach to Industrial Operations” t¢. 
leased recently by the Society for Advance. 
ment of Management. 


SPEAKERS ... 

Earl A. Matheney, controller and secre. 
tary of Jenkins Music Company, Kansas 
City, Mo., presented “A Case Study in 
Methods and Procedures” before the 
Fourth Annual Institute on Accounting, 
held at the University of Colorado on 
April 23. . . . Wesley S. Bagby, comp- 
troller, Pacific Mutual Life Insurance 
Company, Los Angeles, Calif., spoke on 
“The Human Side of Electronics’ at the 
recent International Conference of the Na- 
tional Office Management Association. 
. . . L. C. Guest, Jr., controller, Sylvania 
Electric Products, Inc., New York, and a 
trustee of Controllership Foundation, was 
among the speakers at the Second Annual 
Electronic Data Processing Conference, 
held at the University of Alabama in May. 





MARK YOUR CALENDAR 





CONTROLLERS 


INSTITUTE OF AMERICA 


26th 
ANNUAL NATIONAL CONFERENCE 


NOVEMBER 1-4 


GREENBRIER HOTEL 


WHITE SULPHUR SPRINGS, W. VA. 


OTHER ORGANIZATIONS 


JUNE 24-28 
JUNE 26-28 


XI INTERNATIONAL MANAGEMENT CONGRESS 
NATIONAL MACHINE ACCOUNTANTS ASSOCIATION 


PARIS, FRANCE 
CHICAGO 
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